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India* 9 mp&Timnt of mvrying cut its plmu for 
econosiil© d@TOloF«n.t in a deiaoeratie mt^up tm& bmn attrae 
Ing norid wide attention* dut this fact> along with the 
Govemiwt’s policy of ncsn-aligniHenti has fflade tl» prohlea 
of pl^ financing all-the«33K>i*@ diffletilt* AfailaPllity of 
resources Is the conditioning factor for the sncceasftii !»• 
pieiaentatidn of a deveiopEient plan in my poor country* 
Moreorer* the enoraions finanoiai reciuireaient and other pre- 
wmllSng socio-eeonojaic conditions of m tmderdeyeioped coon* 
try place an unduly high responsloility on tim sinulders of 
the dorernsaent* In the face of these difficnities plan out- 
lays of high magnitude hare been raising doubts* In the mim 
of laany# about thair giiceess# 

The quest icm of raising resources for financing eoo* 
noaic derelopiamt programmes of a poor country gives rise to 
numerous internal m well as external problems* To find a 
balance bettMten obtaining savings by cutting consumption on 
country»wid® scale and on the other hand* trying to improve 
the consumption standards of the people In order to better 
their quality and in order to win their confidence and co- 
operation for the successful implem^tation of the plans* i 
also a difficult tasic* 

But the solution is to be found out ar^ the doveran 
has to do it through the Inatrumct of public finuKse* Thi 
gives t)» fiscal policy a new role to perform and tlms* pub 
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nomitt Om&lopmmt of a pooir eotmtry* 

ftm finmmiml aspect of India* « plans for oemimi& 
tlomlop.rimt has Oom a mtt&r of great dlspite* There he* 
l>©@n Vast difformeo of opinion m prastlcaily all iasa,1or 
lt..sn©s such as tascatlen^ pnhilc ioanSf deficit flnanclsgf 
external loans and grants and m tim total plan out-la^ It* 
self* the following mrk Is Intended to thrcm soase light cm 
these issues* tluls study coirera the period during the First 
and the £;^coiid i^lve Year Plant. 

this worlc has heen divided Into fotir parts# the 
first part deals with the theorltlcal hacic groimd relating 
to the flnaaclng of economic develo|3«!«st in an laidejwteveloped 
com try with special refeimc® to India* It hrlngs together 
all theoritlcal aspects relating to the suhject* Tim second 
part glvesy as they eercy tim First md the :iecc»d Five Year 
Plans and the schen^ of their financing* In the third part 
the main taxes and other fi^al instruments have hmm exa* 
mined critically* The aim of sneh a criticism has all along 
been ccmstnictive andy therefore y attempt has not been 
tnmecessariiy to elaborate issues and errors of mJtoor i»p«* 
tance and produce unduly mlarged pictures of the sam* 
i^eonomic d«veiopia«it of a poor cotaatry is an nphlll task mA 
it re^mires anch austerii^ aM sacrific® fr«i ttose who in- 
hibit the cotmtry* But the task of econoaic develoi^eiit can- 
not be left OB Individual®* ladder the force of ctrcnisstiSKses 
pmmilim wax underdeveloped country, Oovemment has to 
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isocondJ^i flsoal iii8ti''ujs»ists haw to oe adjtistod in th@ light 
of th« total im nndwiy iiigh or Im «tlay will 
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Uefieit fiiimcing Ms always i>®«a tiand as a pmeiwm 
resi-ure® for sridgJng tli® gap pstwea tim awaSiaW® rssoiir®®# 
a»d ti'ie pra-^dsts^i^itisd It has bmn tri04 to 

via® a lastiioft wimreby Oofieit fi&maixug atm P® wsd as a posl* 
tiv® S 0 iar«® for finaming mommia 0®r®lopmmt« m att«®pt 
has also basil imi4® to suggest a »ttKid for obtalulBg sawings 
fapoa the noo-acmetlsed seotor. 

fhe fourth part of th© present mrk Is smllest of all 
the fotur* I haw® only tried to uneower the tmtoiKJhed aspects 
which I deemf are indispensahle for carrying out the plans 
with coafldaneei consedwmtly sy suggest i<ais are cmly f@w* 

in putting forward Imahi® suggasticais say ycwg 
heart was greatly encouraged when ray respected teacher Sri 
Mahesh Chaisi reajarked that “such original propositlcass pre-* 
par® the foregrtnajd for many a decisicaa of wltal is^rtance 
in future •** I tale® this opporteilty to ®3C|»ess ay deep mmm 
of thanitfiiln®ss towards iil® for giving a» th« ccnfidiuw® to 
present this worli;* 

It would really he difficult for ai® to eiepress wy 
gratitude toward® Prof, f*!!, i#htat unerring source of 
wise counself guidance and encourageisiint* It Is only m 
account of his tafeing Iteeen interest in w that I haw 
heen able to complete it* I ain also wry thankful to my 
examiners who adranaed many a coastructiw® suggestion to !»• 
prow® the duality of this work* X shall fail In sy duty If 
I do not thank sy teacitors i»ri P*c* Jaiai iiri S,IC* ifekerjl md 
Bri Saraswati Prasad who hare always extended their Wi.ui01e 
help and wAMmm* 
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Economia ^irelopieiit of m^r^v&loped e.omts'im 
remaina a aattor of maJoF eoneem fop ail th® eo«ntPi©fi of tiai 
i9opMf tim t&m ecmomio ^&lopmnt tma remSM&& 
fimd md aa&igtiotts* It is aiffiealt to ctefin® sconomle ctor«- 
lopisiit in a pmciae or to pinpoint tfe© factors whicli ap« 
pssponsiois! for it* iSsris*al ©conosiists b&m mdmvow&d md 
intspproted it In diffamnt waja Put It lias Poan realised that 
no singl® term definition and single factor explanation can 
poesihly he ade«itiate* Iheneir^ it was attempted to dafSm this 
teraf it icawdiately required a chain of farther explanaticm 
and qnalificati<ms* 

Batlter eccaiomists* It ^emsf had saae intnitite m- 
derstawilng ahont the term economic derelopasent* Beof* S* H# 
fPanheX heXiered that this term conXd not he defined and its 
conception Xay only in the minds of particnXar indiridnaXs* 
ProfeascP finer | on the other hand# gaw the redaction of mass 
powr^ as the crticiaX test of the realisation of ®cQn«»ic 
dereXopment* lie definitely mistook eccmomic dereXopoent to he 

* economic welfare** Economic deweXopment is tmly a snsns and 

* economic welfare* is an end# ic»i means and end can newer 
he one* 
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iatterf nWtmd h'm&imll %hi@ feftrai sitli 

swfflcitmt emmsta on th@ ijasi«i of an analogy of th@ 
gleai eomept of th@ t&tm *d@veIopa©tit** Aceoiraing to hla* 
eeonoaic ^ovelopoeait Is a process of eliango w!»r®by tibstf 
which oJEists potontlallyf bocom®® aetnalt 

FiPloiSrlch Listf by putting fopwafd Ms faiKtss espf#** 
ssicn that «th© power of prodwlag wealth is infinitely mm 
laiportaiit than wealth itself** | gaw© a clue to understand what 
economic development may precisely mean# 

an attempt at interpreting and a®a»ia*Sag economic 
developi^t involTOs three different categories# ttmj «ret 
1# The prodnctlT© capacity | 

2# Istional Imam or output | and 
3* level of welfare or the standard of living# 
Kconomic dtevelopmentf according to the productive 
capacity appro£M»h| will mega the discovery of i»w resources 
and better and ia^roved utilisation of the ©acisting resources 
of a country# ha other w>rdS| this apia^oach meani (1) a rise 
in the rate of saving or capital fcrmation to national inco«Ni 
and <S) eaa Increa^ in the capital output ratio. 

It has unanimously been agreed that the best teoan 
measurable indicates* of economic growth in term of productive 
assets is tim rate of capital formation# Komomlo developm^t 
neoessarlly means that the society is shifting more a nd iwre 
of its current consumpticsi resources to capital fwaation# 
this is the €8sly aeoepted way that an underdeveloped and 
stapiant eoonoiy can be transformed Into a developing or 
^^ii8®ic fiCdiomy* It might be infirrcHl that a countpy with a 
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feiglje? of capital fariaation» otl»r factora isclng siiailaJff 
develops at a rate faster tlian a coautry eher® ra^ of capi- 
tal fewaatiou is c«sparatively lowsr* 

BesideSf it Is also desirable that the capital 
foriaed by the coiaitaiy By catt lag or redtsiing the share of 
co»soa©ti<m should be produKstive, It should Increase outiait 
to the BaxlBaffl possible extent. This leads to a suggestion 
that econoaic developaient Involves capital ferasation but also 
an increase in the capital output ratio. But at the sane tiaiei 
it is apprehended that the or iter 1cm of Increased capital out- 
put ratio has been wer eaphssised jte relation to t!as econcsaic 
developaent of an underdeveloped country, hn eccnosy also 
develop by investing on the forsatlon of tusiaa capitalf ’rtlch 
in the short run msy Increasw little outjEmt* Improveiasnt in 
the lot of vast illiteratei eealst poopf starvlngi incentive- 
less| inactive and technically bsclward population is eertainl 
necessary »lth the long-term point of view of country* a eco- 
noalc development. 

then there is th«ftoti<aial income Qmsmpt of economic 
developmmt. Econoaiists have often tried to define and measur 
eecmcfflilc detUfiopnMat In terms of the mtieml Incott®. ''^iw 
and Baadwitt have defined?* ecoaomic developsent as *•» process 
vhertby an ecoiioiy*s real nati«Mfisl iiwome increases ever a 
long period of ttoe.** !Bi©y have further addM that **lf the 
rate of developmmt is greater than the rat® of population 
groethf then capita real Incoase sill Cal®o)iiKsrea«.’* 


1* Meier and Baldwlni Eccnomi® Pevelopaenti p.a. 
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this too fop 'farlotis roasms oaimot h« tslcsn 
as a cptaioal tost for ecoooiaio derelopwit# Further there Is 
Quite a differeaee of opluloii irhether the naticasai iueoae or 
the haticaml per eapita Ihctora© is a hotter infileator of eoouo* 
Hie ^erelopawat* Both the riews hare adrautages and disadran** 
tages of their omi hut none of the© <sm correotiy represent 
or s^asure economio darelopm^t^ 

Finally, tS»5re is the ’standard of xirlng* approaeh, 
wherein it is said that an Increase In national Incotae can Ise 
meaningful only if the distribution of wealth is also affected 
and it gires rise to a higher ©onsuK^tion level, fhi® approach 
suggests that the fruits of economie derelopaent should go to 
the common awi and the standard of living of the coamm ornaa 
ahDUld rise* 

It is tra© that the sole aim of economie development 
is to remove, broadly speaklngi mass poverty and mass 1111 te* 
raoy hut it is a matter of tiiie# Much has to be do®® before 
a tree ©an bear fruit®. 

fim® it ©an be eeen that eocmomlo developaent Is a 
phimomenan Jnvolvlng change® Hi several fields* It Is pro^ 
babiy m aoeoont of thi® faot that the term despite being 
terpreted^H^ariou® ways Imtm a olearcut definition* Broadly 
speaking, "^onoai© developi^t ©an be terwid as a process 
which ensure® a new and better utilisation of resources m& m 
immmm in the economy’s productive ^pacity for raising the 
stsflpdard of living of its paople*'^ 
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Bocmoiaiata imt% agreed timt eeommie 4m®l^pmnt$ 
to a great latafia capital foroatioti* United iatiooe* 

experts lw@ expressed thatf “as a first approaclaationi It can 
be stated that there appears to be a high coimexlt^ betwew 
the rate of capital accwasalation and rate of growth of mtlonal 
product*** “The weanliig of capital forauiatioa*** as Ragnar 
htirkse has explained itf “is that the society dcses not apply 
the whole of its current productive activity to the needs and 
desires of iisstediate consbp^timi but directs a part of it to 
the saKing of capital goods i tools and instruments} machines 
and transport facilities} plant and e<|ui|aient - all the various 
forms of real capital that can so greatly Increase the effi» 
cacy of productive effort#** 

^The urge for economic development arises on account 
of the fact that as lauch as 67 per c«at of the world populaticai 
is existing In underdeveloped regions tsader most pitiable c<m» 
dltions of living, with as little as 16 per cent of ti» world’s 
total wealth at ti»ir disposal*® iroadly speidcing, all the 
underdeveloped countries are primary j^oduclng, facing popula** 
tion pressure, have underdeveloped natural resources, inhibited 
with ecaw»iaically backward people, are capital deficient and 
are foreign trade oriented* 

i* ' ' U *^ '# I '''IcwmIc'' Asia''" 'and the Far-^Emst IS^lj p*21* 

i* lag^ Iwrksei l¥obl«as of capital formation in Underdeve* 
lOMd countries! p#2* 

3* Ragnar MmUmt hfoblmm of capital for»ticaa In baderdeve-' 
4» lOsd dsMwJni Economic DevelopmwRti p*373* 
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20 got tM of ittcli ppobl 0 iE»f an vaadonSmoloi^- eom* 
trj alK>iil,d laanag© to fiilfli certain basie pogniFosaonta of tiwi 
*iBinJjBusa or it leal effort* > aa ill® UnitM ©Xpert® 

call it} Ppofe&sar af.a* iewis Ha® pointed out tlire® «i®ii 
taste retaire’Biante# I‘l»y are* (X) Efforts to oemoal» CS) 

aectwiiation of Imonledg© and its appileationj and (3) tim 

2 

aeetamiation of capital* 

It is eisar that the fflodom DOTelopaent Eo<»iofflics 
has accepted the indispensahle role of capital foruaation. 

The absence of capital is the biggest handicap with the under- 
developed countries and capital formation occupies the csntral 
and the strategic position in the process of their economic 
deveiopattt# 

teier and Baldwin are of the view that the accniw* 
lation of real capital in underdeveloped coontrie® Involves 

\vv 

three Independent activltiesi Cl) an increase^the voluuie of 
real savings | so that resoorees that mvM have been used for 
conaromption purposes can be released for other purposes! (2) 
a ftnanc® said credit meohaaismf so that the resoniise® an^ be 
daisied by investors! and (3) the act of Investment Itselff so 
that resources are tised for the production of capital gooda*^ 
Thasf the role of savings seeias to be of foresioit 
iaportanee in relation to the eccnomic developsamt of an nndar- 
developed country# Bagnar Htirkse Is prepared to take the 
#<ai|ttrr*s Increaentai savings ratiO| or the aargliml prop®a- 
sity to savef a® the omcial deternlnant of economic development* 

1, 1@61| p.21. ^ 

8# ir#A« lewis I Th® Theory of Economic OrowthI g*ll* 

Zm »ier & Baldwin* BconomS® 0evelop»at| p*33i* 
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H« lias ea£pr»ss®fi that it i® not sewthiijg that lak«« 

oaife of itself I it does not maxliiise itself autoaiatica31.y» Oh 
th® coatf’sry# ail ttm *a«toiaati®* foyoest inclrniing pojpnlation 

% 

iiioreas®, itak® tot th® additional Inooii® going Into oonsnapti^m* 
It is therefor® necessary that |>ositlye attempts should be made 
to push lip the eoimtry*® rate of saying in order to bring about 
deyeiopaant. 

fh© question of ms^nitii^ of sayings appears automa- 
tloaxly with Its toportame* fhowgh* requirements are liable 
to vary from country to oonntry and from time to tlm@i it has 
been estimated that with a rise of X percent in populationi a 
comnity should saw 4 per cent of its national income aoniiailyt 
to keep it® per capita income frc«- falXli^, acccardlr^ to tliese 
estimates a coiaatryi where population is rising at the rate of 
2 per cent annually and where two per cent annaal rise In per 
capita income is desired^ should say® about pm cent imt) 
of its national inc<»ae* 

Generally the rate of sayings which preyalls in most 
of the underdeyeloped countries has bem arouni & per cent cr 
©yen low* Such a low rate can not be increased to the desired 
lewl in a short time* jBeiidtos timstf it requires a cmtimicns 
effort to break th® characteristic ‘bottlenecks* of an nnd^* 
developed country and raise the sayings, Itf therefore» becomes 
necessary that a coaoined effort by all the sectors of eccsnoaor 
shouM be made to achieve this ei»l* Public saviagi which has 
been defined as the eseess of Goremment revenne over its 

X, Ragner Inrksei Problems of Capital formation in Gnder- 
developed comitriesi p*X4R* 
a, Heier it iaXdwint Scononie Deyelopssnti p»3aa* 
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ciarreut eaEp«n«iittir©i shcaiJA ria©# On the ^ttmr hmd pi*ivate 
©airings • Ineindlisg both business savings an<i voimtary savli^s 
fey IMlvMuals » shonXd also vise# 

this brings to th® ns© of savings# As a wattsap of 
fact I it is not only the rls© in the rat© of saving that is «!©'• 
«lr®4* Saving is only a neaiis* It is also necessary that all 
the savings he pat to their best «s©. It is generally found 
in underdeveloped cotmtries thati despite their very samli 
capacity to savei whatever little they savoi goes into most '**v- 
economic ftarais, such as for purchase of lend for prestige salcfti 
ptrchase of preeious metals and jeielleryi luxury buildingsi 
holding of foreign ©sechaage assetSf cash hoarding etc# Even a 

u.»e. 

coi^^atively high rate of saving would be of little or tmjmm 
in vidw of promoting economic deveXopnat of an i]n<h»rd©velop@d 
country if savings go into such uneconomic fOims* 

This suggests ttm necessity of a central mechanism to 
encourage saving in all the sectors of the economy and by indi* 
vidualSt shd claim it for being spent m prelects capable of 
developing the mmoa^, fhts responsibility Is to be shoul- 
dered by the dovemmint* 

tlwm e<»aes the role of capital fOrmationi which ts the 
desired «id of all savings# The chief purpose of capital deve- 
lopmnt programme In an underdeveloped country is to supplement 
and stliKilate the growth of private capital In Industryi tra^ 
and other spheres of economic activities by provide basic 
facilities such as estensiont Improvwant and establislmient of 
better and mesfe efficimt means of trie^port and coiammicationf 
electrici^ ssnd poweri flood ccmtroli Irrigation facllitiesf 



controX cmw diaeas©© and adequate healtli wasweai asstenalon 
df education and social services etc* 

Capital formation may occiar In agartcultaref ttamtfli 
the us© of dettey tools and the application of feytlliserSf 
through Wrtshanlsatlcaai irrlgaticm and tetter paroceasSng faci- 
lities etc* In the field of mining^ capital can he ferated 
ttirough nm explorations and the use of more efficient extract- 
ing ai»i refining equipment* Cm the other handf groeth of light 
eonsarors Industriea and the estahlisliment of haary Industries 
would mean capital formation In the field of Industries# 

There are many other important fields of expendltinre 
whlchi at the first instancei imi' seem to be unprodmtir®f tout 
are indispensable for catalysing the process of dsTOlopiamt* 
Process of ©conorfilc d@rsiop»nt toroires expiaosion of economic 
activity throughout the country# To mahe this process smooth 
and rapid| it is necessary that loeans of transportaticm and 
coraEamlcation should toe dereloped* 13ies@ projects eawiot be 
taken up toy private ^iterpreneurs because of their hH^ initial 
costs* fhusy it becomes the respcmsitoility of the iUswmmmt 
to spwbd on public works and ccmstmit roadSf damsi irrigation 
projects etc* and develop railwi^si busesi shipping services 
etc* 

On account of the limitation of resources mA the 
high expic^lture requirenwat for developing differmt sectos 
there mightf apparentlyy arise a question regarding tl» rela- 
tive ia^rtiaaoe or priority amea^st agriculture wid industry* 

4 s a matter of fact there is no conflict over the importimce 
of agriculture and industries* There is no tuestimi of ciuKising 
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hetmmn the tm* Sotli awat: l>© dwalopeca aiad Ijotli alteotiM go 
hMi(i->jto<-haiid» But In ecmntriea like Iwtliai wiw»r@ population 
ia larg® ant iaBma* atimilaiit sotiiKSnass m ttm foot ftmt la 
aiasost a pr@«Fa<|uisit«* 4li@reaa it iia® teen a^eed tiiat 
culture and Sndustrlea can not go far SMependentljrii Timf ar® 
coapleiaitttaJ?^ to each otimt and^ tliarefor©it both imat play 
large and importmt role In the developiaent prograBwe® of any 
underdeveloped country, 

fhe fcfrrae of capital forajlatlon# sientioned so fiffi 
broadly represent the forsmlation of saaterlsl capital# But| 
the term •capital formtiatioa* haa generally been used In a 
wide sen®© I to Include forsaatlon of husaiaa capital also# Expen- 
ditures Incurred to inprcve the quality of people are expected 
to prove highly protoctiv© In the Ismg run# Foraatlm of hiwn 
oapital Includes expansion of general educatienf ^chnlcal 
Itaowledge, laipr owed public health and social itelfar# facilities 
etc# Ifeilted nations* experts are of the opinion that **aoet un- 
derdeveloped comtrles are in tte situation that investraaat in 
people Is likely to prove as productive in the purely aaterial 
senstt as any Investwit In material resourcest and In many 
cases SnvestcMmt In people would lead to a greater Increase of 

the flow of goods and services than would follow upcm ar^ com- 

1 

parable Investment in mterial capital*** Capital forwlatlan 
progrswies of an underdeveloped country should thus* give em- 
phasis m both the types of capital - material m well as human# 

1# United nations* Methods of Finanelng Economic Developiiint 
In Underdeveloped countries § p*@@* 
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Emmmic 

il99id«iit tlw factors aljeeady isenticaiedi ttiar® sap# 
eeaptain non-tecmoraic faetoi*® which ar# importiiist in d«it#r» 
ffiintag th# dawelopiaeut of aii tmderdwalopad oomtry* itoasaa 
activity md aMaavowa in social md political fields #a:«p'<* 
else a great i?ifla«mc# on the eeonomle deveioiwent* 4® a 
matter of fact a fast rate of economic dewelopment can only 
he enforced by a centrally controlled plan. Indlr-Mwals can 
neither be ««peet®d to lead the entire nation nor thi^ will 
be In a position to shonlder its high finiMcial btnrden. 4 
determined doTemmant alone can do it. 

External seenri^ and internal peace and order are 
other pre'^rednlsites for a rapid derelopmmt* ihiring recent 
years a mnttial threat of war has lead most of the nations of 
the world to do their ntmost to strengthen tiMir defence. 
Consequently little is left for dereioping the country* s 
econoa^*, Similarly a suitably peaceful enrlrcniaent is neededi 
at the home front * to carry out the economic development plans. 
Shis includes the cooperation and faith of the people in the 
Covemtaent and in the plan. 

United lations* experts hare pointed out the ’will* 
of people to develop as the most fimdam^tal pp®-req«isite for 
the developimt* M tfm last placet the great tash of eco- 
noaie dsvelopawit of an underdeveloped country has to he how® 
hy the people of the country concerned* She g«aeral ohservs- 
ti<» is that the poor people of an underdeveloped cowtryi 
want an is^ovemeat in their living emditionst as early as 
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possible* ifiat ttm proe®ss of eecmoisla dlw@iopnii»t» @m isew 
friiits c»lj after a lotig tliw* this wry wall, disappoint 
people ifflflch Pefora the ©conosiic derrsiopaent reaehss a rsas©** 
nabi© stags. It seems necessary that people ahotild h® pre- 
pared to sacrifice and lead a life of atiaterlty, in the Inte- 
rest of hrliaging about a stable dewlopment In tf«5 cotootry’s 
ecmomy, for quite a long time* thus, the people fantea* pIbjb 
an. iBpsrtant part in determining the economic dewlopawat# 

I'lost of the underdeveloped countries Calso hndia) 
are also over populated in relation to land and other exist- 
ing resources j and further, the population rise is also alarm- 
ing. Besides, a vast majority of this poimlation is engaged 
in agricultural occupations (mainly siabsistence farming) and 
is under-nouristied, uneducated, unskilled and technically back- 
•®ard, Umsployajint and under -empioyiaant also scales high, 
these factors, together with 'side Inequality In the Inccws of 
a few rich and majority of poor people, create social unrest* 
these state of affairs while on one hand pose difficulties, 
make the case for economic develo^aoat ail the more pressing*' 

tl» pr<«»l@iH of finances is basic to the whole question 
of planning* the world we are living in, is highly materialis- 
tic and acmatised* Beisse cm® chief instrument with the dovem- 
fm ccnlrolling aetivltiesi especially tJm ecmomic acti- 
vities, in a county is ttmi instrument of raising and spring 
of public money* State, with the instrument of its public 
ftoance, can change the entire outlook of the sociel^ and en- 
courige cr discourage social and economic activities in the 



13 


eotmtry m it desires* along witl^ tlie hJgb fSaaneial 

reQnlreaent® for capital forsaation laalce It necessary for tl» 
dorerwwit to tap all of it® arallatle resources, 

’’It Is eowm taiowleclge that mmm are TOt neeessa** 
rlXy inrestors* kid that prospectiro immtmst eamsot proceed 
with their plaijs uinless there are channels to assure a flow of 
saving to the®, ’iSiis is the prohiea of finance,’*^ 

In case of financing the overall eccaaomic develop*^ 
mcnt of m unclerderelopod country » Oorernffisnt Is the iaa;3or in» 
vestaff hecans© most of the high cost and the developawst 
proiects have to be tstoi up by the Government, It iSf there* 
fore, necessary that savings should flow trm individuals and 
corporations to the Governmwt m that the tore©tE»nts be mate* 
rialised, fhls is comparatively easy in the developed coun* 
tries because timt® the portion of national outpat collected 
as tascation is <»dlnarily high, Tlisre Governaents are mum 
lilcely to finance public investewt out of their om saving# 
But '*ln underdeveloped countrlesi the problem of finance as»* 
mB serious proportions, both because agriculture and iraall 
business doainate the economy and also because neith^ the 

Government nor the corporate sector saves enough to meet the 

2 

cost of its own Investaeat projects#** 

ha a mi^od eccmom/, where public and the private 
sector both are Jointly carryiiag the task of development, 

1# United Hationsi Econcmilc Purvey of ^isia and the Far-east 
liill pm* 

2 b fInitM iationst MmmXct <Uifvey of asia and the Bsdf-east 

imif p*«* 
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it mm&maj for ttm Qmmrmmnt to a®® timt tM ip®** 

aoiaroo moulitsatlOT i>y tiia Qw@ns«iit «i©e» not tmrm tim ppl* 

VBt® amts^p It i& i»ecaiia® of th® foot that thsm is an® 

pool of ©ottutfy*® roaowoos for feoth tJi© snj&llo iM thm jpri- 

vat® motoTf mA if th® pofolio aosttor ^a®® wsr®# th# privat® 

seotop is liable to etarr® for want of rrnmmo&Sm tn thi® 

light ti)® task teocms to enlarge tim stook of the eomtry*® 

resonroes and also to utilise Uim in the test possible mmmm* 

fhuS| tte policy in respect of the aobllisatian of resources 

1 

can broadly be divided into three following categc^ies • 

1* fuller utilisation of awailable resotn^cesi 
Zm bettwp or more mffmtiw® allocation of the tm» 
utilised resotircesi and 

3« gaining larger resources ITom mtapped semross 
at hose and abroad* 

fh» first of the shore mentioned categories deals 
with tl» enlarging of @oimtry*s resources* tim latter two 
call for the best utilisation of the available resources* 

This can be dcaoe by a suitable fiscal policy* It'lSi tSwre-* 
forsi clear that in the fm% of fiaancing the economic dert- 
loiwitnt of a country* 0creniaeat*s fiscal policy assuaas a 
wery ioaportaxit place* 

the 3oreniiismt*s ability to finance siKih an aU in«* 
elusive ptosrmmm of im&stmmt depends yery largely m whs* 
ther or not it is in a position to secispe an excess of rerenue 

1* Bcononic ilulletin for Asia and the Far'^^ast Boreiabin? 
li@6| |,M* 
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omr its nils «:ossb tsm hm 

thro^h tb© fou^stary apppopriatious of tbt Ctef»i*UB6iit# ssis 
of stoeto aad hmU to tfeo patlle* fcrsign borrowlngSf liitsr* 
nai aeciwilaticms ®tc# flm&o topics ia®@4 to^p«iid««it Aiscti* 
asicMB and bairoj tborofoaWf bosn disciaastd in ilstaii in tb® 
folXowiiig elmptors ttm heads Tasatioai Fdblle Botrmim* 

ExtoFisal Assistaace and Deficit Financing* 

OKi.jigMireA...M,..Eiscal,..J!Plls i ag 

ibe task of the govemnsnts of nnderdweloped conn- 

trl®8 in fiscal fields has wlergon® a radical change In ttm 
cane® of being adapted to serve the main objective of promo- 
ting economic d@v@lope»t# Fiscal n^lSof occtipie®! j^rhaiMa# 
the most Important plac® among policies designed to p^oTOte 
saving and investment! to even ont flnctaations in demand and 
to bring about a satisfactory distribution of Income and 
eealth* 

In underdeveloped coantrleSf public reveime jsaaomts 
tm only a small part of total nations Income* 4t t}» e^ 
time governmants are aysMimlng an Increasing role in ponaating 
a vide variety of developmental activities* therefcffe it 
seems necessary that govefniieiit revenne should also increase i 
both by way of taxation and In form of pofits of pdblic ext®p* 
prises. The pinciple of meeting all current governswat «- 
penditure by public revenue is, broadly speaking, an accepted 
thing* But with the mmmpttm the responsibixity of increa- 
sing the rate of investment in the eccnomy, government should 
also aim at lasetlug a substantial part of the terectaeats by 



pixtoltc mvinga !•«*» iiy taic swrplias of roiressii®® amr e^arrmt 
gQwermmt mpmdiUa^a* 

the first md tim task of pf&mxit d&y fimml 

and ametarj polleio® In nisdordoroXopsd ecsiatr:^® Is to ®«ow® 
an imimm® in the total of privat® and ptitilc savings In OT^mf 
to ffiatoh ttm total of privat® and putlie InvQStiwxt# If this 
obi'eetiv® is mht&wed^ mmt&fj doa^sad for oniront ®xp®nditiap® 
©an be oontrolled to laatch tl» availaoia sapplioSt It ©an also 
h®lp tJte ©oonost' to imder em;Utioas of prio# st^illty* 

Ttti® dots not Quit® folio® tSiat t!i« nsod to loisw 
the national aggfffi^ate rat® private or pmfmm&X e<ciasaffl®>ti<m 
ontlays wsoessarliy ©alls for a deolln© in the ©wriwat levels 
of ©onsnsiptioB* profeleas liaSf iKsweverf teen ppesented, in a 
®ay ehieh would seen to isq^iy that the tinderdeveloped ©otmlapies 
are forced to choose between the two alternatives i either re-* 
dnotog ammimtioa or rednoing Investiaent* fhls need not fee so* 
At low levels of national i^odnctivi^i capital imports • 
fertiliser® for instance •* conld fee so planned a® to result in 
snfestiBitiai rifi» in output to relatliely short periods* ihtl© 
a sisafele portion of these increases ccnld fee devoted to ncn- 
©onswi^tioiif aoeie share could also fee devoted to allow an in- 
crease to ccnsnaptlon* In other wordsi tocreasii^ natioial 
output ®>nld provide for feoth the rise to tt^ levels of living 

«id in the rate of savings* 

fh® ftoansial fenrd^ of develop»»t can fee Ughtemd 

if saving can fee secnrsd directly to non—soBHitary teriasi to 

<xs 

fcrws ®ia»h/® Physical tovey ran prodiwt or unpaid lafeotir for to- 
vestoMiit ppolects* «watraiiy plwsiid mmmim »ay ppse- 
ttce this witood considerafeiy# SavSi^s can fee raised to tlwi 
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QQUtmxt of 4eirelop«at progrjwiaerjs sM im- 

pal4 mrwim for piifelie markm of sooial or ooaasanity tomtit ^ 
th» CfootriOtitloja of such mvwim& li»i> lioTserert bossn irtry siaall# 
Tim bwdsa of liwrolopieatal sscpm^ftnr® &m also bm 
l£gbf5€»ed if ti^ g<3mTmmnb& mm prmtim restralat Su tho mm* 
devolopasmtal MCpoisditarea of tfeoir bia^ot# If aloog wltb ti» 
rlfl© of reyoimos, tim share of noa-deveiopsieiital expenditure 
also rise®! it will aieaii that gm&rxmmt swirls are not rising 
as fast* this praotlee has h%m notable* In soat of the deve* 
loping oomtries it has been observed that nnexpeet«^ and m** 
forseen rises in t!» current naa-developed expenditure of the 
goTemiaents has offset a axfibstantlal part of the Inctreased 
goreruBieiit reireim® i^ieh mould otherwise have been used to 
raise the share of national ixmtstmmtm iesides acting to re* 
dace the share of investnent the rise of ncm^deveiopsnntaX ex* 
pendttwe also serves to increase Inflaticaaary pressare* 

In addition to the problem of bring istg about a 
balance betwiswn available internal resources and ontlaySf dere* 
loping wnierdeveloped countries are faced with the problem of 
maintaining a balance between their ex^rnal receipts and 
payments# Ihe capacity to export of an waderdereloped ©oontry U 
obviously low and the m$mm of its exports is also primary* 
these state of affairs can not be expected to change in a short 
time* Imports in tte meanwhile increase at a very fast rate 
foUowIni the develoim&t d^iainls of m underdeveloped country* 
the Indispensable imports of costly capital goods end aachi* 
nery etCi mm not be natohed by a rise of experts* ttns the 
predomlnatiit dm’pmAm&u of developing imd^developed coianto'ies 
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on Is footaoi to eaus# snfflolfwctt st^sln <» tfistr talano® 

of payawits position* 

fbm ixjssibl® seaswos for feaXanelug this imptsrt 
port gap very mix he against the polioy of maintaSniag fio«» 
wsstic stall iiity# Poiioies assigned to reduce Import siirpiaaea 
and bring about export Increases tend add to Inflation by 
rednelng the yoltm of retained output* iMt this can mt b® 
helped* an attempt to reduce doiaeati© Inflationary wmmxe& by 
cutting expcarts or by allowing ©ore ispirtsi will definitely 
strain the balance of payaents positloi and ‘rice-rersa. The 
best way seems to diylde the total strain on both thwi fronts • 
external and the internal* The deficit m account of balance 
of Pigment can be coreriid by external assistance in f&m of 
loans and grants* 

Aswng other obi«s tires of the fiscal polio £es» the 
objeotlw of restoring short term stability or the oompensa* 
tory fim&X policy is la^rtaait* Changes in the roXmm of pro- 
duction or exiwtSf or in goremment bM irlrate spending 
cause short term nwstuations in demaad# This has to be coun- 
teraotid ttircjwgh gcwsrnisent rerenues and expenditures* These 
oow^miMotsstj fiscal policies are different from tM policies 
desiipied to raise the proportto of saylj^s under ©caaditioaa 
of long term stability* 

One more slgniflcaint asprot of fiscal policy in a 
newly dereloplag country is the attest ma^ by the gwemeent 
to inpensfer to themselres not oxily t^ fln^iel resourees timt 
would Imre otherwise been spent m prirate c«w#tlm but also 
those which mmM imm been spuit m prirale Infestneiit* The 
ffnv«im»^ts of derelonins counties haire to aim at taklssw avar 



a part of tlse aavlugs In private smt&tf totls fey taaciug tl»lap 
sar’ii:®# mA ©fetaltiJtog tfeam as loanSf witli a iri®w to mam^rn & 
feattar utilisation of tfesir say&gs* M tuts r®sp«®t# m cus 
liaMf it is dssirafele to grant tm oonoeasions as a msmm to 
snoowag® priyat® savings In order to restrlet oc3*isi»ptio» and 
on tfi® otfesr fmA %imm is a n®@d to ensure tt» best possible 
titii-isatlon of thB saving® not mXj In the Interest of private 
Investing but in tine Interest of nation as a i^le# Private 
sector can not be expected to use their savings on projects 
of nati<ami Importance* i^ept for small p@rs<mal saving* pfi» 
vate sector saving is fregnently neither lent to tlm government 
nor is it directed to iviorily projects* xjosiness profit® in?* 
generally plonghed back In ttm expsnsim of existing :toliwtrie«| 
only a very small ppoportion is spared for setting up new in* 
dttstriee* Othffr savins is very of%m need up fcr Investments 
of low priorityt sweh a« Inxnty feonslng* land possession* p*r- 
ehase of precious stones and Jewellery* or dnrable ccaasniaer 
goods* Sms, it become® iMiapensable not only to check the 
excessive ccaamri^tim by todlvi<hjal® but also to transfer 
saving potential fro® the private sector to the saablic s«tor* 
even at the cost of private investratnti to be spent In accor- 
dance with tlwi priorities established in the interest of nattcm 
a® a wlK»le* 

FlaaHy* the fiscal system of backward and nnder* 
developed umatrlm have certain social objective® »mm which 
the redwtias In Inequalities of Income and wealth is outstanding 
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It Qm te that the soEistenae of lii#<jiiallty wmim€ 

eairlijgs, heeaus® the rloh msn mwm Mghmt portloa of theif 
tmoms than th® pou®-* fhla argnsaest my hold tme m fi» 
m tlit thS%:^.iar« ifiomd with th® sonotai^ IsoSat of wtm «m3gr, 
4 tif^afey of m&ovmo^ ttm tfm rloh to the poori and tin® 
an imwoy®ffl@at In the llYing of the wa«t aaiofity of poor 
pooploy if honnd to immum their fiitwr® prodtwtiirity* A 
loss of indenture to few Tioh oan prcswide fold ineentive 
among the poor people. 

lim role of fiscal poiiey shonld, not no constnaed 
only in relation to the needs of the gofernsient* attention 
should he gtwrni to the Si^irect effects of fiscal policy. It 
should he reawBahered that besides its direct effectf fiscal 
policy also afffectc people indirectly* Hscal policy stiottld 
not go against tin wlllingnes® and aOiiity of indiyidnai citi** 
sen® and entropreneur® to amm and inrest* fhs ohiectiye of 
deyelopraental policy i« Indeed to i^jxlwise the rat© of saarSag 
and immstmstkt in the econoiny and to diwrt imrestmat alcmg 
the desired linesj hut this should he isfiienented with a icwjg- 
ter» point of yiew* 
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GEABTsm II 


TAMIOI 


The Weed 


Taxation ia an age oM instruiaent in the hanfis of 
govermaenta. Its function|^ normal times has been to 
raise finances for running the administrative machinery* 

But this instrument has successfully been used for bring- 
ing about a desirable social order also. It is said that 
taxation is capable of changing the entire outlook of the 
people, at least m regards their behaviour towards 
economic life. Taxation of a particular sector tends to 
repel resources from the sector and a tax concession of any 
other sector tends to attract resources to that sector. 

With this capacity, taxation can and should be used as an 
important source for raising revenue for financing the 
economic development of an underdeveloped country as well 
as for bringing about an atmosphere congenial for its 
proper development. 

The need for stepping up the rate of savings in 
a developing econoffly in the background of a slow response 
to small savings drives, limited scope for deficit 
financing and limited availability of external resources, 
make it necessary to use taxation as a measure to enfowse 
savings in the cconoiy. 


Tax-Btvelopm€git lelationship 
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wnderieveloped countries provides grounds to believe that 
economic development of a country is related to it® tax- 
national income ratio. It has been observed that proportion 
of taxes to income in most of the underdeveloped countries 
is generally very low, around about 5 percent or still lower. 
This ratio in India during the pre-plan period was of the 
order of 5 percent* The developed countries like G.r.A*, 

U.fj.n.TJ,, Australia, Prance etc. tax a high percentage 
of their national incomes. Modem industrial governments use 
upto 10 percent of their real resources for current purposes, 
apart from what they use for military purposes (which is 
currently even more than this) and in addition to this use 
from 2 to 7 percent of real resources for capital foimtion 
plus another 10 percent or so for transfers (tensions, 
insurance payments, interest payments etc. ). ’'Yen in the 
case of Ceylon, the tax rate is as high as 20 percent. 

Hence taxation is important for economic development. 

As the economic development of an underdeveloped 
country is a gradual process to be achieved over a long 
period, it may be said that the rise of tax-income ratio 
should b# gradual. The Efiarginal rate of taxation should 
exceed the average rate, that tax receipts grow faster 
than the national income. This i® particularly necessary 
where inflationary measures are being used by government 
to raise national income. Tax rate should rise steadily 
with the time. The desirability of raising the tax-ratio 
at a steady rate mates the tax slightly difficult to 
handle* It should thus be handled with great caution and 
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ia a plamed isainer. Consequently the impleaeatation and 
iapoai felon of additional tax should also be gradual. It 
should all rise smoothly and not in jerks. 

fax Oblectivea 

It is theoritically possible to increase domestic 
capital formation by reducin."; consumption below the existing 
leTelf but at the same time it is doubtful whether it is 
practicable in most of the undt-rdeveloped countries, fhis 
will all the more be difficult in a democmtic set up, 

Thus the problem has to be approached in & different way. 

It is aimed to prevent the consumption from rising faster 
than production in the econoa^ • and a gradual rise of 
production over the required consumption can be used to 
increase savings. At times there is also a necessity of 
increasing the level of consumption of some classes where 
stardard of living is too low. 

In this light the task of taxation is to keep 
comumption fiom increasing. People of middle and higher 
incomes are, in most of the underdeveloped countries, well 
known for their high propensity to consume, and there is 
no doubt that a fall in the level of their consumption 
would be in the interest of the economy. But this is not 
an easy task. 

Apart from increasing savings by reducing consumption, 
it ».y however be possible to hold consumption at its 
prevailing level until production zdses* fhe other 
possibility is to set the consumption level rise at a 
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comparatively easier to achieve, thus the tax policy should 
aim at siphoning off increasing parts of the tnor^m^d 
national income and obtain it for spending by the governwint. 
fhis process will help the ploughing back of income 
increments into further investa»nt. 

?be second objective of tax policy is to fight 
inflation 'ssfeich is involved in the process of economic 
development of an underdeveloped coimtry, A suitable tax 
policy can provide stability to the economy which is so 
very essential for a developing country. It acquires 
special significance in countries where deficit financing 
is being useu as a measure to finance economic development. 

The effect of deficit financing is, in general, to 
raise the incomes of poor people, who have a very high 
propensity to consume* 23ie production not rising as fast 
results in inflation. This condition, if allowed to 
continue, is bound to lead the economy to a state of 
hyper-inflation. For this reason inflationary measures 
should always to accompanied by a suitable tax policy so 
that inflation does not persist in the economy. This can 
be done if taxation and deficit financing are both implemented 
in a planne,i manner and in relation to each other. 

The third and one of the main objectives /tax policy 
iOj^liocialist economy is to reduce the inequalities of income 
and wealth. To aohieire this end, income and property taxes 
are of great help, (Though with the point of view of high 
taxable capacity of the country) It is, desirable to have 
a rich class which can pay much money as taxes with less 
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sacrifice on their part but for a socialistic pattern of 
society and highj^standard it seems just tluit w© tax the 
wealthy class more and give the poor people an opportunity 
to improve their lot. 

The min taxes are beiJoe discussed belows 

Tax on Incomes 

Kass poverty is a well known characteristics of 
underdi.'Veloped countries including India. So it has 
unanimously been accepted that incoM taxation cannot be a 
very important source for public revenue. Also, like any 
other direct tax it cannot be used as an effective 
instrument to control inflation in underdeveloped countries, 
an overwhelming majority in an underdeveloped country is 
so poor that it is not possible to tax their incomes 
directly. In India, for example, over B2% of the total 
population (according to 1961 census) lives in small 
villages extending all over the country and the majority 
coTisists of poor people. A tax on their incomes can only 
make them poorer. Hot only the cost of collection will 
be very high, it would be very difficult to assess the 
taxable incomes of the people belonging to the low 
income group. 

In a developing underdeveloped ooxmtrj, inflation is 
caused the increase in the incomes of poor people whose 
propensity to consume is too high. Thus their Increase of 
income results in the rise in demand of consumption goods 
and some other goods of comfort. In the beginning, on account 
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proiuction of the goods la deiaand oaiinot rise a® rapidly 
as their deraand rises. Here, the inability of covering 
the vast lower income group, makes direct taxation 
Ineffective for controlling inflation in underdeveloped 
coimtries. For this reason income taxation can be used 
as an anti-inflating measure only in developed countries 
where coniKin man lives in comforts and not in poor countries 
where only a very small fraction of coimtry’s population 
can be affected this tax. 

In tmderdeveloped country suffer® from two more 
handicaps which further limit the scope of income taxation. 
!?hey are - illiteracy and the existence of a large non- 
monatised sector. As a result of these, it is neither 
possible for most of the people to keep correct account 
of their incomes nor for the rtovernment to assess their 
incomes properly. 

Inspite of the above mentionea reasons, importance 
of income|tax in underdeveloped countries can not be mitigated 
on account of its equitable character. One of the widely 
accepted objectives of tax policy la to reduce the 
inequalities of income, wealth and consumption standards. 
Inequalities of incosm and wealth are supposed to deteriorate 
productive efficiency of an economy. On account of this 
character, specially in India where the aim is to briing 
about ^ socialistic pattern of society, income taxation 
acquires special significance. 

United Nations* experts have expressedi *'Although 
large amounts of revenue from personal income taxes may not 
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be expected during the first stages of deY®lop®ent, such 
taxation is a desirable feature in tax ayste® since 

it provides an element of equity which no other tax can 

1 

provide * ** 

The policy of not taxing the incomes of the low 
income group, on grounds of administrative inconvenience, 
haa unanimously been accepted and has also been confirmed 
by experience. General opinion is, therefore, to keep the 
basic limit at a high level. In India, this basic level 
has more or less been maintained around ten ti-imn the per 
capita income of the country. Vast disparity in the incomes 
of the rich and the poor has, thus, place*.: over 98 percent 
of the people out of the income tax paying group. One more 
reason for maintaining high tax exemption limit and thus 
keeping the number of income tax payers limited is, that 
during the initial years of economic developn»nt, tax 
administration is difficult on account of the non- 
availability of experienced and competent staff in an 
underdeveloped country. Under these circumstances this 
tax, without loosing its importance, cannot become a ma^or 
source of Government revenue. 

It has also been agreed that rates of income tax 
should be progressive in underdeveloped countries as the 


1, OTITED lATIOHSi Texes and the Fiscal Polioy in 

Underdeveloped Countries, p. 31. 
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instruaent of progress proves to be of great help in bringing 
about eqiuity. It is also desirable in teims of social 
justice and as a sourc.: of revenue. 

‘g.vpcs of Incomes : 

Taxation of incomes raises an importioit question. 
That iss whether all t.vpe of incomes should bo treated as 
one, and taxed at one and the same rate, or a distinction 
should be made amongst them for purpose of taxation, 
aceoi’ding to the sources of earnings. 

It has been found that in moot of the d under- 
developed countries, including India, the practice has been 
to tax different types of incomes at different rates. It 
seems justified to tax earned incomes at a rate lower than 
that of unearned incomes. Agricultural incomes are also 
tax^ separately. While other inooroB taxes are levied hy 
the Central Government, incomes from agricultural 
occupations are taxed by the State Governments. In view of 
the largely scattered villages all over the country in 
India, this practice seems easier as regards the 
administrative control over them. Foreover, agricultural 
produce varies widely in different parts of the country 
as regards their cost and the method of its production. 

It would therefo «, hardly be justifiable to treat so 
differently earned incomes as one. 

Taxation of business profits etc. also deserve 
separate treatment. As the central problem of economic 
development of an underdeveloped country is to encourage 
productive investment - business profits definitely deserve 
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special consideration, ‘'■Ven among business investments 
productive investment should be treated more favourablj. 
Production ot nationally useful goods should be given 
highesv priority, There is also need for supplementing 
domestic investment by foreign investment, Suitable 
measures are necessary to protect domestic enterprt'?e 
against foreign enterprise (which is noroially he- exTj acted 
to more efficient) and yet provj^g foreign companies 
enough attraction for investing their capital in the 
country, Thus, the job of diverting domestic enterprise 
towards productive investment can only be done by a well 
planned and well balanced policy of business taxation, 

Taxation of Business Profits 

Priiaa facie the question arises for distinguishing 
between the business profits of domestic companies and the 
business profits of foreign companies. It has been a common 
practice that foreign investors monopolise some market and 
try to export their profits to their countries. Fxport of 
raw material by foreign corporations is also an important 
issi;^. This, not only asraounbs to loss of national wealth 
but also to the loss of productive capacity of the 
country. 

In the past few underdeveloped countries have 
tried to attract foreign capital at the cost of huge 
revenue losses, by granting concessions. But this 
practice only puts domestic enterprise to great loss. 

Though the desirability of supplementing do»stie capital 
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justiftabl® to favour foreign enterprise over the domestie 
one. On the contrary th^e are aiaple reasons to put an 
extra burden of tax on profits made by foreign corporation*. 
Foreover divid^ distribution outside the country and the 
export of raw material r.hould be dealt severely so as to 
discourage this practice. 

It has widely been accepted that taxiHii; corporations 
at a flat rate would be simple. t>iinplicity being one of the 
foremost canons of taxation it would be desirable to tax the 
corporations at a flat rate, specially during the initial 
stages of development when the country can not afford to 
shoulder the burden of a complicated tax system. If 
business profits are taxed at progressive rates, it would 
become neoessaxy to take into account the invested capitsd 
of the business concerned. A corporation, working with a 
small capital, giving a certain profit should naturally be 
rewarded against a cojfporation working with comparatively 
higher capital investment but making sane amount of profit. 
But this method is liable, as already mentioned, to 
complicate the system* Also progressive taxation, to grounds 
of distribution and social justice, bears sense in case of 
personal income taxation but certainly not in case of 
corporations. 

In India, corporations are subjected to two direct 
taxes J Income tax and the Corporation tax (super tax on 
corporations). Corporation tax is payable on the net profit 
of the corporation and the incosw tax is payable on the net 
uMistributed profit. Both these taxes are charged at a 
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It laight be repeateiS here that in order to ensure 
a steady development of an econoiay it is necessary that the 
greatest part of income increments should be reinvested* 
rtith this view the process of self financing or the 
practice of reinvesting the business profits into further 
ievelopmentt deserves encouragement. It makes a case for 
taxing the undistribute I profits at a lesser rate. ??his 
is also likely to discourage remittances of profits to 
shareholders living abroad. But tax concession on this 
account should definitely not be too much so as to 
rtv^uce the share of the government, because investment 
needs of the government (for projects which are so very 
essential for the economy oud cannot be takenjup by private 
entrepreneurs ) are certainly of greater importance than 
that of aisy private corporation. 

Other Direct faxes 

Increasing the saving investment ratio is the 
central probfem of economio development of an underdeveloped 
country. Besides the fact that the volume of savings of 
an underdeveloped country is low, a large part of it is 
held in uneconomic forms, such as luxury buildings, 
precious stones, precious metals, land (for the sake of 
social prestige), hoarded cash etc. fmeh savings have no 
productive value and, therefore, are useless for the 
economio development. This practise Is worth being 
discouraged in the interest of economic development. This 
<nid can be achieved by taxing such uneconomic holdings, so 
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that they laay become costly enough for an indivldlual 
to retain. 

With this view a tax on the net wealth came into 
existence. It is easy to understand that wealth tax is 
of greater importance in order to bring about an eq.ui table 
distribution in the eoonocQr than the income tax. ?his tax 
is easy to administer also and involves little complication, 
fhus, considering equity, utility, administrative 
efficiency and revenue point of view, a tax on net wealth 
seeiQS of great significance. 

Ifex't comes the case of an Istate duty. Transfer 
of property to the heir after the death of an individual 
raises few relevant questions. !iails practice bestows 
upon the heir of the property a fortune without his making 
any effort to deserve or acquire it. It gives the heir an 
extra economic hacking. On the other hand if such a 
trsinsfer of property be taxed it would only reduce the 
magnitude of wealth coming to heir and in no way amount to a 
burden on him. €hi grounds of experience too, it seems 

justifiable. Sudden transfer of property into the hands of 
young heirs has many a time resulted into loss of incentives 
in them end consequently to dec^ of the inherited wealth. 
IMder these oircuwttances the claim of the government, to 
tax a portion of the inherited property to we it in the 
Interest of nation as a whole, cannot be denied. 

late of death duty raises possibly a very difficult 
question. It can only be said that Ihe rate can only depend 
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followed* A coBspletely capitalist or a lassiea-faire 
econoBiy my not tax such a property at all while on the 

uw. 

other hand, ^ a coiapletely socialist adsiinistration the 
property after the owner's death, mifdit be confiscated. 

In India, with its midway policies, a middle path can be 
recommended. ?.’hile it hardly needs special mention that 
small properties should not be taxed on grounds of 
administrative inconvenience, big properties should be 
taxed progressively. 

In order to check the evasion of death duty, 
by gradual transfer df property to the heirs by the owner 
before his death, Mr. Nicholas Kaldor suggested that the 
estate duty be replaced by a general Gift tax. He also 
recommended that the tax be levied, not on the value of the 
property thus transferref; but, on the value of the property 
of the recipient (including the property received by him). 
This, he argued, represented the real taxable capacity of 
the tax payer. 

India has partly acceptet' Prof. Kaldor* s suggestion 
and a tax on 'Gifts* has been introduced, but estate duty 
continues to exist separately. Prof. Kaldor *s suggestion of 
taxing the transferred property in relation to the value of 
the pifoperty of receiver distorts the main aim of the tax. 

In that case it is liable of btooming another type of wealth 
tax, being charged according to the ’ability to pay' of the 
tax imiyer. In this manner the wealth of the gift receiver 
in who also pays wealth tax, is liable to be doubly taxed in 
According to this method gift receiver becomes 


a sense* 
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the tax payer. On. the contrary the idea behind a death 
duty ia only to limit the right of an individual to pa»® 
his property after his death. Actually the owner is 
supposed to he the tax payer. Heir is supposed to pay the 
tax, out of the property received by him from the owner, 
on behalf of the owner. On these grounds the method 
adopted in India seems correct. 

Taxation of Agriculture 

Indian economy is largely agrarian In character. 
Something of the order of 50 percent of India’s national 
income is contributed by agriculture and a still falser 
percentage of population lives on earnings from land. In 
such a ease a tax on agriculture is bound to affect an 
over whelming majority of populatim and thus, it deserves 
special care as its effects are bound to be far reaching. 

As regards the methods of taxing the agricultural 
sector it has been accepted that no method prevailing in 
some other developed country can be found suitable and, 
therefore, adopted because farming practices differ widely 
from land to land. There can, therefore, be no homogenous 
system of agricultural land even for India as a whole, where 
farming differs on account of the variability of fertility, 
produce and the method of farming. 

Agricultural land in India, like most of the undea>* 
deifeloped countries, is divided into small holdings on idilch 
there is sufflcimtly pressure of people who «bBtl» svJwisV 
upon its earnings* Thus, there is a wide agreement on tbe 
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of incoiae should he exempted from taxation, A tax oa 
farmers living on or below the subsistence level is hound 
to affect adversely the productive capacity of the land 
and the people. 

Coming to the taxation of hisger land holdings a 
taxation of land seems to be an important souroe of getting 
revenue. Tax on land can easily be assessed and collected, 
the justification for levying a tax on land is that during 
the process of econom c development real value of land 
increases and government can tax a part of the increased 
value . It has also been agreed that this tax should be 
levied on a progressive basis. 

Purchase of land for speculative purposes and for 
the sake of social prestiage, is a common practice in 
undonieveloped countries* Hlch land owners are liable to 
use their land uneconomically. They may keep it completely 
idle, Suoh lands should be taxed at a higher rate. Capital 
gains tax is also likely to discourape such a practice. 

Finally, farming corporations, it has been agreed, 
should be taxed like other business corporations. 

Indirect Te^tion 

In view of the ineffectiveness of direct taxes to 
control inflationary and deflationary tendencies and their 
narrow coverage of tax revenue, economically underdeveloped 
countries have to rely, to a great extent, on Indirect taxes. 
Indirect taxes have thus two primary objectives - (1) to 
combat inflation and (2) to raise staable revenue for 
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invifstiient by the govenaii^nt. Indirect taxes are levied 
in various fows in view of easy tax administration, 
revenue possibilities, consumption habits and the conditions 
of production md demands of i certain goods. IFxcise duties, 
customs, sales taxes, tax on entertainment, betting, 
advertising etc. are a few modes of levying indirect taxes. 

Commodity Taxation 

Indirect taxes are capable of reaching that over- 
whelming majority of people who fall out of the limited 
income tax paying group. One of the fundamental prerequisites 
for the economic development of an underdeveloped country 
is the will of the people to develop and thus, all people 
have a moral duly to contribute toward® the development 
efforts. It becomes desirable to tax the majority to 
get their little bit towards the developmental efforts* 

Commodity taxation, on account of its »a;5ority 
covering character, produces far reaching effect on the 
economy. As the process of economic development involves 
an increase in domestic production as well as the expansion 
of monetised sector, it proves to be a sufficiently 
revenue yielding source. If along with the increased 
domestic production old rates are increased and new 
c€maaoditi#s, are also added to the list of taxable 
commodities, yields all the more increase, Though with the 
govenraaent point of view its administration is not very easy 
yet it has to be done in the interest of country* s economic 
developmimt. 
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Inflation io caused by the rise in th« incomes of 
the poor and the Edddle class people who are well known for 
their tendency to conspicuous consumption; and there is no 
doubt that efforts to check additional consumption by them 
would be in the interest of the nation# as a whole. 

Further, commodity taxes are veiy much effective 
in changing the consumption hab' ts of the people. T?here are 
several non-essential articles which are in cournon 
consumption, even by the poor people* The consumption of 
tobacco, betel, spices, liquors end other intoxicants 
etc, claim a handsome share of the income of a large number 
of people. A tax on such articles and an over-all reduction 
in the pwirchasing power of the consumers by taxation of other 
articles is liable to improve the consumption pattern of 
the people. One thing Is certain that the articles of 
necessity such as food etc, should not be taxed, fhe 
demand for the articles of such essential nature being 
inelastic, their taxation will be regressive in character 
and will definitely be opposeu. 

It is sometimes argued that the effect of oomiiiodity 
taxation is to penalise the domestic producer, edio works to 
Increase the economy* s productivity, fhe argument is only 
one sided. Takiiig the picture as a whole its effect is 
oertfidniy not to penalise the domestic producer but only to 
take a part of the profit for spending in the interest of the 
whole of the economy* '®his tax is also of great Importance 
beoause it can be used as a tool to improve the pattern of 
prt^uotlon of the economy. An underdeveloped country with 
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Its limited resources can hardly afford to spend on 
luxurious goods and other non-essential commodities. 

c 

Production of nationally useful goods aM commoditjleB can 
be encouraged by taxing them at a rate lesser than that on 
the non-esaeatial and luxury goods. 

General sales tax is another important® form of 
indirect taxation. On account of a general rise in the 
purchasing power of the couanunity and increased 
consumption in the economy (on account of increased production, 
increased population, increasing trend towards urbanisation 
and increased national income) a tax to hold the 
consumption expenditure from rising fast, that is a genera 

sales tax, becomes necessary. 

It has been agreeu that selective excise duties and 

the general sales tax both should be used in the economy. 

Their functions though at the fi ' st sight may appear to 
be similar are different. Selective excise tax proves 
helpful in iisproving the pattern of production and 
consumption in the economy, «^ile gener&.l sales tax is 
used to restrict consumption in general. That is why, a 
combination of the two is thou^t to be suitable for an 
underdeveloped economy- 

Sometimes it is advocated that in view of obtaining 
rewenue conveniently or with some other specific intention 
excise tax may be extended to an essential coiomodity also. 

It is ari^ed that every tax need not be equitable in 
character, what is needed is that the tax system as a ftoolt 
should be equitable. A tax s stem may remain equitable 
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despite »i the existence of both the equitable and 
regressive taxes in the econoj^y. On this ground a tax 
on salt, which existed in India during preindependano® days, 
has saany a times been suggested, Ihere does seem enough 
justification for w such a tax, but in a democratic country 
like India such a tax is liable to be oppose.: and It is 
quite possible that the opposition groupd may exploit 
the opportunity to serve the confidence to liasses in 
government. 

Customs 

Import and export duties have remained important 
source of govemiaant reveraxe during the pre-independence days 
in India, But since the augmentation of planned development 
in the country they have lost their relative importance, 
Bevenues ft om custom duties have remained more or less static 
over the planned development period in India, while the 
3 union excise duties experienced a six fold rise. 

Import duties may be considered as a paying source 
for earning revenues and at the seme time their administration 
is also relatively easy. But on account of tight balance 
of payments conditions resulting from increased imports of 
capital goods and machinery during the economic development 
of an underdeveloped country , it becomes neceosary to 
restrict, as far as possible, the import of consumer goods. 

On the other hand the imported capital goods, machineiy' etc* 
can not be taxed because they are so e very essential 
in view of the country’s development. 
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Import of consumer goods also dcseiiTeo dlscourago- 
ment in view of protecting the infant domestic industries 
gainst foreign competition. With declining ia^orts, 
import duties can not be expected to p» play any important 
part in getting revenues for financing the development* 

®he position of export duties is almost similar. 

Like import duties the main advantage of export duties also* 
is that they are administratively easy to collect. Special 
profits arising from sudden rise of prices in foreign markets* 
provide an attractive field for taxation. Another advantage 
of this tax is that, it can be paid out of the profits 
earned abroad. Its impact can also not be transferred on the 
foreign purchas^. It directly taxes the profits of the 
exporter, fhus, in nature* it is sisiilar to the inecxee tax 
and should* therefore, be levied on a progressive basis. 

lExport duties can not be relied* as a source of 
obtaining revenue for financing economic development, as 
the yields greatly depend on the fluctuations of the world 
markets. Secondly* the problem before a developing 
underdeveloped country is to encourage exports in order to 
ease its deteriorating balance of payments position, for 
which at times concessions and subsidies have to be 
granted. As a tshole the role of export duties is to 
supplement inoometax in dealing with the profits arising 
from export®. 

taxation aM incentives 

fhe extent of reliability on lnoo»«tfeax and the 
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Of its effects upon Incentives and savings, k strong will 
of the people to develop and a rise in thp> savings are 
known to he of greatest importance for a developing under- 
develope: country. Kffect of taxation on savings has 
special importance in such countries. The class which is 
easiest to tax in the less developed «© economies is the 
landlord class, because in their case neither savings nor 
incentives are involvett. The poor class it seems has to 
carry a very high tax burden but in demecratic countries 
like India, where they exercise a right to vote, with the 
political point of view it becomes difficult to tax the® 
and earn their disfavour. Similarly salaried and the 
middle class are also difficult to tax. During the 
process of development the incomes of business and labour 
classes rise/ead the income of the salaried class does not 
rise. Thus taxation hits the real incomes of the sal£«ry 
eamli^ class. The existence of this class Is important 
because this class produces skilled and semiskilled workers, 
doctors, engineers, teachers and people to work in other 
profession, who are greatly needed in a developing eoonos^. 

Trsxation of profits seems also quite difficult. 

Its effect may not have much effect with the political point 
of view, especially in case of a foreign body, but It 
certainly ms^ damage both Incentive and savings. Her# the 
saving point is not so ipportant because a loss of private 
savings can be covered by an equal rise in public savings, 


but the incentive point of view is of great Importance 
because entrepreneurship is scarce In underdeveloped countries* 
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For this reason some times it is advisable to grant tax 
concessions to th© capitalists who start new indniitries . 

Dhe taxation of the commercinl and the industrial 
class is also difficult because these classes are greatly 
responsible for private savings and production. During the 
initial stages of econoiaic development a large part of 

4 

national incoiws rise goes to this class in the form/profits 
and it makes the few individuals of this class richer* It 
can easily be understood Why this practice should not be 
allow©.! to continue. On the other hand if profits are 
taxed heavily and so reduced to low levels private savings 
may diminish and the incentive for private enterprise may 
be reduced . 

The liberal way to deal with this problem is to 
tax profits lightly and encourage private entrepreneurs to 
make profits during their lifetime and tax them severely 
after their death. This process will provide them enough 
incentive to produce, earn and increase personal savings 
but after their death, its major part will be transferred 
to th# public sector. This scheme will also provide each 
g^eratlon to start with more equal opportunities and 
provide more incentives* 

Bsweves Howsoever painful the act of taxation may 

be, it has to be liorne by the people of a developing 
ui^erievelpped country - by rich and the poor alike, Bit it 
is, never the less, important to remember that the taxes 
should provide for maintaining incentive for producti# 
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fax I^Ta flon and Admlniatration 

On aecoimt of narrow coverage of tax revMiii® and 
tbe ©ntlmsiasK to inereage tiie volume of tax receipts 
generally tempos the tem administration to add new taxes 
and put supplemea lary rates on top of the old ones* !?his, 
together with the slack administration of taxes, gives 
rise to the practice of fairly wide tax evasion, fax payers, 
in general, can not he expected to have the consciousness of 
paying taxes hy themselves, fhe reason is that in the first 
place, most of people do not maintain proper account® of 
their income and expenditures aral secondly the prevailing 
high tax rates drive them to evade the payment of taxes as 
far as possible. Especially in India, a country which gainfl^ 
independence after centuries of slavery, people in general 
can not be expected to have that much of national character 
so as to value their morsl duty if paying taxes over their 
personal interest, fhat is tidiy the taxes, direct taxes in 
particular, are said to be a tax on honesty. Honest person® 
have to pay taxes while dishonest ones manage to avoid it. 

As a result of tax evasions, whan the loss of revenue 

is tried to be filled by increase . taxation, evasions 

is 

increase and thus the 8yeteia( liable to get Into the grip of 
a vicious circle of tax evasion, therefore, obviously the 
remedy of revenue losses on account of evasion® is 
definitely not the tax increase. It calls for dealing with 
the practice of evasions directly. 

It is undemtood that taxes, direct and indirect 
both, are evaded on a large scale in India and according to 
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Dr, KaMor it» aagnituie in India could b© of the order 
of R& 300 erores.^ 

Proa the side of administration, one of the reasons 
of tax evasion is the absence of trained, competent and, 
one would he inclined to say, honest machinery for tax 
administration. In order to checb; such a practice stoile 
on the one hand there is pressing necessity for training the 
staff and strengthening the jmohinery, it can not he denied 
that it is necessary to d'-^al with the dishonest elements 
in a strict manner. Vhile there is need for laaintaining 
moderate rates of taxes in the economy it is also necessary 
that they should be paid honestly, fhe came of economic 
development l^ing of national importance, such defaulters 
should be treated as traitors, fax evasion should be »de a 
criminal offence anti tackle* with strong hands. 
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fine importimc© of saving in yeiation to the eeonMiie 
evelopiaent of an nn^ercteveloped eotmtry has alreadiy feeen dliwwseed 
n the foregoing pages* It Isas teen agreed that a eoiantiy’e 
apaclty to develop iSf to a great extent, eorjciitioned bf its 
apacitj to Save* Saving® play m important part, not caaly In 
eveloplng an underdeveloped eeoncsmr but axso in laaintuinjtog the 
.evel of ©conoaic deveiopsjent in any developed econca^* 

It has also been mentioned that CKily a high rate of 
aviiig is not encsugh, its productive ntilisattcn i® also necessary* 
t iS| therefore, desirable that all non^tnveated savings should 
'low to the investors# In the suxm of a developing und^developed 
eonoay, the fioveitwnt has to shoulder tixj responsibility of 
tepplng np the iinrestiaent rate, and the scope fof enforcing 
(avings through tastes and other »tliods is always limited a® 
oapared to the financial deuiand <-f developraent* fims, it beccaies 
ecessary for the Govenwient to boprow iron the public in order 
:o swppieiatat its meagre revenue surplus# 

4sx9tmtf which a 0overiiwnt borrows froci the public , 
lay broadly be divided into two categorle®!’- 

1* i^aall Isavings 2* Market i<oai», 

Both the skms mentioned categories are sittilar in 
he mnm that botli Increase the liability <m the ftoveOTsient# 
m% they are aifferent In character# fteceipts unoer the head 
Small Savli^s* co®®*.'; in imm of voluata.ry savings from those 
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onsuaptioB, Cn th© other hard the receipts uuder the head of 
ilaiket Loans” I cc«je from tiiose \Aw already hai?® a reasombl® 
aving capacity aM they are jiot investors thaasolves, Tlieir 
;avingS| when they are borxouod by the aoveraionti do not aisoaat 
o a rise in the econosiy’c rate of saving. It only neans a 
;snnsfer of investment resources from the private sector to tftie 
nfelic sector* Such a transfer is desirable because it attracts 
»@sourc®s for being spent on prelects of national importancej which 
otherwise would have rsiaaln^ idle or would have been spent on 
irolocts of lesser importance. 

It is common knowledge that a very large percentage 
if the population of an undexdeveiqped country lives on or even 
lelow the level of subsistence* IMs is so common that mass 
loverty beccaes one of the characteristics of an underdeveloped 
icoBOoy* Initial efforts of economic development and the policy 
If redistribution, transfer a rising percentage of increased 
lattonal wi%ut to this lower inccme class, nMeh has a very hi#x 





smtrles* Its cans© ©qb be ea|5laiiiod by locisiBg into tiie factors 
ich affect saiftn^s in an ©cosaony. 

Saving in an econcmy is tii® resalt of tw fandaaental 
ctors, nctusely (i) the income factor? aM (2) the people factor. 

. tlie first place, savings are affected by the total vealth 
silable in l^ie ©coiK»y# If total wealth in ihe economy is small, 

. woiild only be possible to save in »aall Bagasltud® ani' if, on the 
her hand, a coantry possesses much wealth, more savings can be 
stained. Secondly, It is the people factor which affects the 
>lam® of savings* Ag ottinately people are to select between 
10 Choice of oonsiffliition or saving their social, psychological and 
siperamontal outlook will also deteiaine the voliaae of mving in 
i@ country* 

Both these factors, In an underdeveloped country are 

ffooC 

ich, lUmy they affect savings only adversely* Hatioml incesae of 



48 


(1) CoimljrpFia# poverty ani ttie faet tiiat a aa|or 
crt of popQlatioii lives at or even telow the level of eabsliiN* 
eneei 

(2) Siiirp ilvisioi^f society into rich aM the poor 
lass tbfit t«pts the poor to coasiaae even Borej 

(3) Sie fosct thnt vast laisS oumersl-ilp bM hulMiixgs 
te, are consMered as aeans of social prestige in tmaerdevelc^- 
d ar«a»| 

(4) People'# affinity towards preclons netol# and 
ewellery otc *5 

Cd) People's attacfement to cash hoMingsi 

(6) ¥ide spreading illiteracy and consegsiaatly the 
acif of foresii^it and lack of natioml ontlook anong pec^lei 

C7) Saclstewe of United aonetis^ sector and a vast 
ton»monetised sec tor $ and 

<8) ®ie inadeqttaey of existing savings institutionsi 
>0 eiacoerage and mobilise savings out of the widely scattered 
•esourceSi 

The most important mom all factors given above, is 
he widespread poverty in an underdeveloped coimtry vhlch bars 
he posfiiMlitie# of increasing savings at ihe very forefront* 
iavings in sweh countries cob© out of the limited class of very 
“w individuals %ho are rich and ©an »ve. The r«mlning class 
it poor people %hlch is ccwprised of vast majority of country's 
iOpuJatien, practically saves nothing or even dissaves, 

Beeidesi an underdeveloped country has a high 
tropensity to It has the desire of more aiai more 

t<m*i»ption and this desire is further irasreased for the reaeon 
hat poor people try their best to live and enjoy like rich ones 
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.fferew© between the staniaMs of liwini; of tbe poor aM tSst 
.ch poses another obstacle before savings* 

In addition to th© limited scope for savings in 
iderdevelopea coantrlesj a good, deal of it goes into most i»» 
jonoBic and uMeslroble forms sneh as land holdingoj real 
statesf pnrcbase of Iwellery, ea^ hoarding etc. This is 
subtlessiy ttm resalt of sliort sightedness and ttie absence of 
atlosaal oat -look amongst the people. The psychological factor 
an be aceointed for the lack of education omons the people of 
Dderdevelopea coantries, S'eople have great affinity for 
recions metal and for landed properties etc. on account of th# 
revailing social traditions and beliefs* Besiaesi they do not 
now any better use of their savings. They are sliort of teciinl* 
ues and j^lls, arsd incentive and entrepreneur^iip. 

One more factori iiihich Utoits the scc^e for obtaining 
nvestable mvings, is th© existence of a vast mn^mmtln&SL 
actor in the underdeveloped countries* ^ vast section of 
oople mainly living in rural ar«s and esploye^ in the agricul* 
oral sector# has very little to do with money. Agriculture# 

© liost of them# is hardly anything beyond subsistence farming, 
hey produce and they consume* Barter system still prevails 
t many places and thus# they can hardly add anything towards 
he saving demai^s of economic dcvelopaent. 

Savings in relation to ©conoolc developiaent means 
(Omethlng mors than merely m% consimiing. It suggests its 
, roper utillsfltion for the fo»atioa of capital# and espscially 
h# productive capital# Individuals in their private capacity 
,re not capable of making use of their savings for oich prodiieti- 
m purposes. shoald, therefors# be an adequate »«*dianl«i 





11 tho country* la tliis connection Ini ted r.atio»s* ej^erts have 
observed and auggestod that "at present savings often take 
useless or mm haminl toms and tiint there is need to nohilis® 
;her.i in acre suitihlo toms for use in econoaic developiaent bj 
rurthering appropriate institutions."^ 

,§SiaiKaajr« 

Ihe grea.t importance of savings in a developing 
iconoay and its lislted scope in underdeveloped countries calls 
for adopting suitable aeasures and making serious efforts for 
bbo Bobilisation of savings there* It aight be repeated here 
that a devele^ing coimtry is concerned only ■vdtii the aeoncrolcally 
iseful savings or those savings iitiich are obtained for the 
;jorpose of econcaaic deveio|®ei 3 t* fwo fundaaentel approaches in 
this direction are possible. Hrstly by checking the savings 
tihich go into useless or undersirable formsi and secondly be 
adopting seasaros to make positive increases in tho volime of 
savings* 

Taking Into account the poor us® of available savings 

. . ... Mt ^ *« ... ...... .. Htt .SI ^ JktiMMuA JiK. ^ !yua. .M*. ^ JL 
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Kucb. can be don©j to institsitiomlls# savings and 

(Rcmrase Its investeent in fclie field of greatest tii'gency and 

roductivity for the ecoaotiy**,^ 

In order to obtain savings » ^‘diich are lying in asalais 

‘on.'is> to be used for better purposes in the interest of the 

jconoayi such oeasures siiouM be adopted by the Gove:!^cnt #si©h 

lo not go against the preference of the^Sw* In a stat€saent| 

;ho tdrector of Vfic iiose®rch DopartaoTit of the International 

lonetary Bbnd has escpressed that “if savings wr© to be chaimelled 

ror pnrpo&m of the greatest social va3yu©, the public must be 

?®<- educated to hold savings assets that were associated id-tfc 

lesired typos of investasont, Thatf however, was not enough! 

I re-education along such lines was a slow process* An attempt 

5ust be made to give the public, savings -assets somewhat 

jimilar to tee type of saving assets for #iich they now showed 

3 s preferonce* For eMsspla, mortgage bonds mi^t be Issued on 

state enterprises! industrial banks could issue certificates 

2 

secured by mortgages on industsiaX properties* « Similarly 

Inlted Nations’ ei^erts are of tlie view that “in countries 

iihere the hoarding of gold is a problem, money could be obtained 

by gwenwents for purposes of iwsoi^mic developaant by tiie issue 

sjf gold certificates! where real estate speculation is a 

problem, mortgage certificates for particular projects could 
3 

be issued#** 

r""'Mt®a EiIons''i l^ethods of iijQancing'''ikiiaaMie'”i®w 

in !iisaerd#rel«^ed G<m»tri®s| p# ©2# 

3* lMd| p. lit# 

3* Isited iations i Methods of anancing Sconomic Developaent 
in ttolerievel^ed GeuntiKtes! p# 8. 
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The esi^erts obsew^ that "^©n© of tti® prliwipsl pjfob* 

K 2 S is ttiot of o?«POo«ing loiag ©stebllsheS pref#rei»®s for 

westesnts of particular t^’pes irrospectiv© of tbeir profit 

pospocts^ Particular attentioia ms called to tlie traditiou 

1 aany coostrios of niis region of inrasting in iaal a»a om#r 

fpQs of real ©state a» a scans of estabUsiiing prestige in 
1 

■i© COTaonity,** 

To clieck tbiSf a cliang© in the sode of thinking of 
hese people Is required idaich can only b® brought about very 
lowly. But to discourage such practices | taxes laight be 
sposed on unecoaaoBie possessions of laM, real estates and 
thcr articles so as to laake ttjaa costly ©noui^i beyond tii® 
nvestsent reach of individuals* Increased use of capital gains 
ax has also been suggested to discourage such holdings* In 
Ills way individual investaents going into such directions might 
a claimed by Govenfficnt for better use* 

B«xt ctaaes the importance of adc^ting measures to 
ake positive additions in the volume of savings of the undoi^ 
evelopod countries. It is wen known that the rat® of MVing 
R uMeidevelcjped countries is* generallyi very lowj even below 
% of their mtional inoooes, and this suiet increase* 

ferious Interna tionel agencies t who sutoitted their 
lews to United fiationof Department of EconoBiic Affairsf re- 
siding the methods of financing ®co»o»ic developient in under* 
eveliC^ed c©«»tH®S| have recoMonded that “however low the 
nitlEl v olwe of possible volantary deeiestic savings »ay btf 

. Ihiited Betione i Hebili»tion of Doses tic Capitsli p* u* 

* & Agrleultorel Organisation i The International Bask 

for BaooSstructloii and Dev«loim«t, the Interne tlonal Monetary 
Fund* Xntematlo»l labour Orpioisatieni the Sub-CCBPl#«lon 
on leoiifiisio Develi!»«5t etc. 







rito a cumulative aoS seK gcnoratiiig process by "p3x)«#iiig 
ack” i»e3?ease« in income • Hadiviaual® co- operative or public » 
Dto further {lw©lop»iOTt***^\/' 


teong the measures tiiat can be adopted to Increase 
a© voliffiie Of savings in an underd evelqped ©conoayi tw broad 
ategories can b® forsed. First consists of obtaining forced 
avingSf that is by t®»@s etc* Shis category has alrmdy 
tscussed In the foregoing pages# Thereforcj present attention 
ill be paid to the second catogoryi ■ti^ere methods are adopted 
o induce voluntary savings by individuals. 

in atmosphere, congenial to savings might foo brought 
bout by gradually bridging tho uid© gap between ttie standards 

fi 

f living of the poor ai^ the rich, tmis, 4* to/great eactent, 
an reduce t&e additioml consumption demo Ms of poor people 
ho comprise the majority of tlie populaSjioa. This mli^t be 
'©stated here that the demand for consumption is a serious 






opie ifeouM also hair© the be2J.©f that their iuirtstiiioiit in hosstls 
11 fetch th€® reasojaabl© return) ana mt that they wouM he 
osers on account of rising pilces ss a result of inflation# 

To populorise savings honds sehSE&i©! Goverrsaent shouia 
ve an efficient maohlifiery to foster &elr soles# Agencies 
>T the sale of honfis should he easily approachable by camon 
lople# The systeo of ©btaining bonds and ene0sl\ing the® should 
I sinple# Sic^ler and wsily approachable syst«a is bound to 
V© a favourable effect on iwrestors# 

Types of bsads are also liable to have sufficient 
on the sB,le of bcaads# Bonds should be isade available 
i different denosalifetions aM I'aving different maturity periods 




t@ of thsD# 

IducatloSBl atassdard of people is also m Icportant 
jcter in tt^s respect# If people be educated) they will be 
?le to lodge the Isportanc® of savings in their own MUf as 
nU as in iif© of the mtlon* ThuS) Goverment should 














Peas* for fciie jsobiliaatioii of st^viiiud tiioro* Itia «crisii*g partjf 
f the i5.C*A*F,a, astporte have rccauaendeu j in siLorti foULowiiig 
wswrcss for aobilisliig savi3at;s, espeoiallj? in rural areas^ • 

1* Life Insurance, coapulsory nfAtIor43l provMent fuM 
ch^es, and buiMing and loan societieii should bo proEiotod, 

2* ‘aie efficiency of post offices can Le ij-iproved by 
banges in their organ! so tion, personnel, wafeods of wrfeing , 
Bcentlves for postal staff, atid by tiie Ksteiision of postal 
aciUties# 

3* !Bie countries of tl*o region lalijbt investigate 
hoiaier any advantage could be gained by startini, saaH loan 
anks as am interim measure prelimiriary to veJUUmanaged eo- 
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cifci3ji.t(i65 societies Sj ' 

Adeqttrste interest wtcc cn iof.o.sltsj 
*r^inini; cciirsc for ecepcr?5tive r.nR.'sgorsf and 
7* 3&e0tlon^:l r.rd :-rcpn goiida crusp^lims* 

Savings cor.prirn shorH "be pcpalarisoc! rad topl<>mcnt#d 
Toiigli dec eritra Heed tgencier arid tKoro at'-ouM l:e vo rices 
sods for sttrt,ctin;g esringo so t!;:-t it aiglit get. tVfc si-pfort 
d psirticlp.'tlon cf r.ost c-f Uo people of dirfercxt cejs cities# 

It has already been mentioned tlint receipts under the 
tad ‘harkot Loans* comes from the investors iijho already have 
propensity to save* isising loans tmder liiis bead only 
lonnts to a transfer of resoarces from the private sector to 
i® public sector# 

In a alxed economy like that of Ii^ia it, therefore, 
jcoaes necessary to make sure that such a transfer does sot 
tod to paraUse the activities of the private sector# The 
;ver;tnoiit in the private sector ^ould also rise at the desired 
ite* Dnder these clrcwistances sarket loans should toe rais^Nl 
j fimnee the putolic expenditure only to the extent tot do 
>t hamper the activities of ©se private sector. It should 
Lso toe productively used, the magnitude tons consequently to 
? decided fey the trial and error method. 
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It mwle 330 sptcial wmtlon th&t tlie ttmmtiJL rm- 
^uirewnts of a (toirolopiag ua<ier£i©T«loped ©caaoiay ar® of a W3Py 
high ordei* ♦ far boyond th® ©apaclty of th® oomtpy to ai®«t 
Intemaily# fh® ©selatlug ca|>aoity of an tiaadercIweXopad coim- 
try is $mmTallj mry l<m and it Is wiitlier praotleable nor 
advisatl® to rais® it sadd^tly* BtsMsSi tlie oapitaX • in 
fom of loachinssy plantSf mimtifio and taelmioaX ©^mipatntSt 
trai 3 a«d persoimel o'fca* - for ©ariying out ti» d®v®* 

XOpmat pittas is nsitter prsssnt in tfm mmmy mr it can b® 
aiet intemaliy# For suoti iNaquiriwentSf imports ar® tim only 
naans* flmSf incr@as«d imports ar@ alsaost indiap^risabX® for 
th® aooimio daraloinittat of an tnidardaralopad eountry* 

liow» this giyas ris® to th® ppobleia of repa:^B0nts* 
jm underdavaioped ooimtry eannot, with tl® Increas® of ian 
portSf isttaag® to immam thw roluiij® of its axports* a »im 
in ti® volume of exports oiuai poesiblyi take place gradually 
over a l<m pwri&tL but tMt too eiil be oondititaaed by Urn 
trmaM of tb® international aarlstt* Conse^uwBtlyi ti® cfcefioit 
on mtgmmt of country*® balance of pMymmtw can be filled If 
tb® ia^orts do not carry tb® ianediate bmrdm of r«pay»nt®* 

In otber vordSi if tb® iiaports are received in the fons of 
loms or granta# 

It is soiaetiiiies pleaded that the mh»m& of ffnancJ^ 
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aM mosillfflatloa of ooimtpy** dooestie rmmxfQm aead lw»e«f 
th® Pol« of ttmm& ctm mly b® of a awbordinat# ©ha**- 

rmUv, mt at tis® aiiw ttae It eaimot is® d®ai®d that «iet®r-* 
nal mmswmei ar® a to js«ppl®siwit th© diaaoati® re®ow» 

cos. fhwsf ti» tralia® of th® tofiow of foreign savings i« that 
It proridas tsudardoralopad oountrie® with additicmal r 0 «owe@« 
for iaralopaieiit and wiwn r®c®iv®d In tlw forra of a grant or a 
loani i»ip8 to oorar the ootaitry*® balanee of ps^mm.t& defieit* 
There ar® oniy two aitematives to foreign assis* 
tana®* They ar® •» first t esetra hardship on the people of the 
eoiaatry and seeondi a slowing ^wn of the rate of eccwKwle 
dereiopient* dutj nmm of these two oaa be aooepted If a eoim« 
try wants to derelop It® eocmosay at a reaeonfdsl® rate* fh® 
first of the two altematireSf that is extra hardship on the 
people^ will not miy destroy their inoentires and serere 
their faith in the gorewwifflgit bnt also rediiet their eapaelty 
to pay taxes in fatiire# ftm policy wllif thnsf pror® self 
defeating In the long ran* the seocnd altematire suggesting 
the slowing down of derelopaent rate Is also not adrisable* 

In order to <toreiop an i»derder©lop®d ooaatry» at a rate fas- 
ter than the rate of Its popnlatl<ei growth, it is necessary 
to fhlftl eertaln islniwii eimditions, broadly speaking, of the 
awallabUlty of technteal personnel and oapltai to be used in 
rarious fields of research and dereloprarot* These refuirenents 
ultimately reflect In finaneiai terwi# It Is not possible to 
try to wnsge with fewer resofurces Mid desire to derelop at a 
sloi^’ rate* feed and agrieulture Cbfgfinisaticni In a statewint 
has ew^tleally mmUm^ that tkm *»derelop®eat of an imdw- 
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of mmmmijsi iovolopwot* mMttim of oitisMo timmiMl 
reaovmm nn^ bo a smmmff aM in aoias in@tw»esi a 
tial ffeatup# of ®iieb <iwolop8iiiit| paiftlo«larly in op<I«p to 
aeoelorat® ^elopawot tb« addition of foroign capital 
can bo of sioat basioflt tbt coiiiinod utlllaation of doiaaii* 
tic «mI «t®TOal fliisnelal pcaowTcaa pcsnlt In a btgb rat© of 

policy of aappltm^tiiii donaatic £l©r«loi»©Btiil 
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Prof* l‘jOTk®0| alojsg with mmf otimr oeono'iistiff JioM# that 
“forolga aaalstajace iairaatasait is the redleemteg fcMpee that 


ha® to be Iwfoted to break the (rleloas) eircle on ti» iWippljr 

1 

Sid® of capital foraKiation to low eomtrie®#** 

Onited nations* experts haw# maggested that "fail 
adwaatage should he taken by underdeweloped ©owtries of pre- 
sently awailahl® foreign rescmrcesi in order to spe€Mi up dere- 

iopsient and «»snre that it will proceed wittKMt undue strain 

2 

on th© country*® material and human resources.** 

Extetmal loans carry with then the burden of their 
repayronts and also that of th® Interest. On tl»ae groiasds 
this policy wy not he approwed on ground® of th® orthodox 
*out Of debt out of danger* approachi out with the l<aig tersi 
point of flew external assistance is necessary as well as bene- 
ficial. Prof. Lewis says that **n#ariy ewery developed state 
has had the aselstsme of foreign financ© to supplement it® 
own laeagre sawings during the early stag®® of its dereloimient**’ 
Putting forth the examples of England and th® United States Im 
has added that **»ngland borrowed from Holland in th® Sewen- 
t@enth and Bighteenth centarieSf and in turn came to lei^ to 
almost erery other cotmtry in the world In the nineteenth and 
fwentiel^ eenturies. fh® ikiited states of amerlca* now the 
richest country in the wwld borrowed heawily In th® hlneteeath 
centtsry, and 1 ® in turn called upon to becQi.1® the major lender 
of the ff^tieth.**^ 


l^ob3jwi of Capital Format l<xi in tederdew®* 

2 Of FJnanclM mmemU B«welop»e»t 

* iu ijiiderdeiNilop®d cocBtriesf pp*^— d* 
a. laT^oty of Kconomic dro*th| p.E44. 
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from tm iiit&rmtirnmX point of Tio# il«Of tJ® 
assists®©® Ijy tlie rich ccnmtries to proi»t® the ©ccmcwic 
lopaent of th® poor cotmtries la of teportane®* TkmTm a«i 
cctmtrlss where production is abundant and it cm mmtu'lXf h@ 
utilised if it is giwen as a lorn* ffereorer, rich countries 
can get new markets for many of their products hy developing 
the presently underdeyeloped countries* That Is why many deve- 
loped countries are willing to extend assistance for financing 
the d@velopm©:it of underdeveloped countries* 

f ypee.gf ... F oreign ..PlMmiK, ^0P4m . ag 

ML underdeveloped country can make us® of external 
finances for its eccmoaic developaent ii3 the following tla?ee 
Ways I- 

1* dy ohtaining grants from foreign countries and 
various int&rmtimaX agencies! 

2# hy raising loiuis for econcKaic davelopwait fr<» 
foreign coisatrie® and various international 
agencies} and 

3* fey attracting foreign investsa^t and loans hy 

various foreign business and lending org^isaticais* 

The first two of the sOsove a^itiosed categcries are 
directly Qmmctmd with the govemment activities (public sec- 
tor)* The third en® is important as it supplemwbts t!^ deve- 
lopwltal wtivities of puWlc sector, and the Oovermimt, with 

its proper fi«sal policl««f ^ 

of these sources* 
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0»B tiilfig iB mvy ifflportaRt In tamm&tim, with tiJt 
©fforta to ol>tatia, foreign jNlp, wlmth&r in ttm forai of a loan 
or a gPitiit that is? it shonXii conie without «t3?7 isolltiosl cfelt* 
gatlon of tiM m&i&tiamm extending eotmtary, ftiia faot lm» 
very oorrectiy and clear iy feeen aanttcxied in India’s First 
lire Sear Flan# It states i “iiSajternal asslstsime is aoeeptahle 
only if it carries with it no condition explicit or iapliciti 
which might affect erea remotely the conntr^f’s ability to take 
an indepmdent line in intematSonal affairs***^ 

iiBJong the tlaree types of foreign aselstane® laentlesned 
uaoye, each has xtoltations and adyantsiges of its own# fhotigh# 
uaich depends on the availahiiity and tim way of using it» yet 
a carefm ccMideration in respect of their hows^ mhm& and 
whatSf is ^nite desirahle* 

Qrants 

drant is a type of foreign assistance which does not 
carry with It the harden of repaym^it or mi Interest* It then 
naturally depends m the free and »re goodwill of the grant 
extending organisation# and thus* the scope for c^talnlsif 
grants for economic deyeiopment of m nnderdeyoioped comtryi 
is limited, especiaily In a case where it does not carry smy 
politicikl ohiSfatlm alao. 

drsnts fam played, are playing, iofficiently 
isgportant role in ttse deyeio^ent work of nnderdeyeioped ooim* 
tries# presMit tmited Kingdos and France are spending aich 
as grants for ieyeiopMit of their dependmt colonies* 

, i:n,..i:.iri.,. : ri 

1 , Q&mmmmt of Mia Flanaini: Qmmtmimt the First Five 

Piimi 
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iiig politi«ai p&mTst a?e also welt intes^eat Ik tills 

dlreetioK, dtit aa already ©mpliaaisad* this »owe» sfeoKlci wry 
earefiilly a© aceaptsd espeeially ey a eotmtry IIM# toaim mhi(»h 
is pledged to tit® Meal of Beatrallty and peaceful ©oeatlstM®®# 

£»tiil gpaata haw an adyantage of their &m» ftiere 
are certain very Mportant investtaent redeii’eHients itis® tli® 
o^tentidn and deveiopaient in tbe fields of healthf sanitatioKf 
education and atoiiar social p»ii?i:ose»| which repair© high in** 
vestfflsnts and are of tmprodnetive nutnr® in tteiaselves. On 
principle I smii projects sxionM not oe ftnunecd Py foreign 
lo«uaB# i*galn it is not possitle to attract foreign* private 
or ©ntr@pp«@nr tey@stsi®at in these channels isKscans© of their 
high initial costs and low or even tmeertain chances of profit# 
lot such investaenta are important for a developliiij econcai^y 
and for attrsMstlng foreign private investsaents in various 
other important fields* Such lnveat»ats might he financed 
hy ohtaMlng grants from foreign ccimtries or assistance giving 
interaatioial agencies. Katwaliy, fireference in this respect 
should go to such external grants* as is availaol® from tlie 
institutions organised m m international basis* 

If0.en8 

As mentioned earlier* the scope for financing economic 
developwent hy «ay of floating grants Is very iiaited* a poor 
country requires very high capital terostiswots toe developing 
ijcid extewUng it® transportati<m* cosmmicetiaii poeer* irrl» 
gat ion and iS'iftd. reclamation and various other similiir proiects* 
In these fields toof private foreign capital cannot be attrac* 
ted because ti^ »i»e of iOTestaent required by these projects 
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is mry ansi sitoiicee for direct rstums <«? profits ar# 

s^lfflci®ftti 3 ^ low* fcjiich projects shsmld m far as iwssitole# ijs 
fi»«mc®d uf <N>tai3fiiiig loam. 

Iii tliie comeotion the mmovmd'm hy tlse 
tioeal &mk for Beccaistroetion and Derelopswit reminds that 
** since serricir® of a foreign loan 1® a fixed aiawal btir- 

den on the balance of payments, excessive borrowif^ may be a 
serious Imdicap to an underdeveloped country, especially if 
country *s exteriml itaartets are unstable***^ 

Financing of economic developnient by obtaining loan® 
from foreign resowces is subject to few aore ccnsideraticms# 

It is possible that an underdeveloped country imy, theoriti- 
eally, require a very high order of foreign assistance but it 
may obtain only little of it# this is a matter of availability* 
t> 0 condlyi it t-iay get more help ttsan its capacity to utilise 
during a certain period* anotl»r sitaaticm might arise when 
it is in a position to mate use of foreign loans to the extent 
that It might become difficult for the country to pay it back# 
ilh-i view of these possibilities m underdeveloped 
country should take foreign loans cmly to the extmt of its 
ability to pay back and hwee the country should take all car® 
to spend loansi m ppojects which are expeeted to yield nece- 
ssary returns* lsec»dlyi even if mere foreign loans lUfe avai- 
lable than the country*® present capacity to utixisci it should 
not be accepted# It should be accepted <mly to the extent of 
eoimtry*« present capacity to utilise* 

1. Oiaso iAflOMSi tethode of Fiiiwcing Economic 0«velofwent 
in 'Unaerdeveloiwd Ccamtrlesi p#dt# 
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la coatMEtf as rotated by Mr* Biigea© Biiwflc* it 
is also to b® r©ja@mb@ro«l tlmt ’’aid from abroad '©ill not wi» 
lii©TO Meh| nxilBs® it is allisd ©ith effort by tbe reslfient 
eoantryi mless that eomtry 1® fairly* honestly and effi- 
ciently goremed* nalesa runaway inflation is avoided* mle«« 
both 'TOalth imd taxation are reascxiably e^nitably distributed* 

unless economic priorities are observed iii drawing up develop* 
1 

ment plans*” 


A^sistiinee For speiriric , Fro..1,epM 

Generally the prevailing practice of tim aid extend- 
ing bodies is to chaoanel their loans for financing specific 
productive projects of underdeveloped countries* fill® me- 
thod is sometim®®* cm grounds of simplicity and having clear- 
cut relations with the donor bodies, preferred by the aid re- 
ceiving countries also* 

fhi® saethod has some distinct disadvantages* A.® a 

cl 

aatterj^fact* mostly a part of* my be minor* the project can 
be financed Internally and external assistance is required 
for laeetlng the remaining reQulrements oiuy* mt ©hen the 
external assistame i® giiren and received for the project a® 
a ©hole, lnt»rnai resources which could have also been used 
for the project are diverti^l to less productive purposes* 
fhi® is tgalnat the principle of maxlim® productive utiU- 


sation of domestic reeources* 


1 * M$mm 


Blachi aid fern Developing Countries CArt|') 
te Dec* dl| p*14* 
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Secoada^Ti tim mppemah of tjriiig a^aistaao# to a «P®** 
eifia ppo^oot appaa^oatiy Mims tMt tim asslstam® tma t««a 
talsoa to flaiac© a oertain projaet md mt to flaaaoe tl» 
ccrtmtf*:r*® ©oonomlo dowlopmout aa a •»aol®« 

JomtUmB assistance is giiren W foreign gowwawnts 
OP international agenciesi to bowbt tte foreign exchange r@» 
qniresients of a partionlar project* This aethod has the ad* 
vantage that the ooiintry can ohtain the imports eiilch are 
necessary for a certain orolect ulthont causing strain m Its 
balance of paynents positicm. fi^ether with this the coun- 
try can iseet the remaining requirements of the project Inter- 
nally# iJttt tl^ disaavantsg@» her®, is that if the country 1® 
not In a position to Met the requlnraent# Internally, things 

would b® difficult# 

It thwa follows that assistance for specific japojects 
should be givem wiMsre the recipient country cannot Met 
substantial paft of the projects requirenants Intemallyi a«d 
it should be given to cover the foreign exchange requlruiients 
of the project, where it® remainii^ requireMnt® can be met 
by the country*® resources# 


m a matter of policy the practice of borrowing should 
strictly be c<mf3»»d to productive capital goods alone. But it 
has mm mrnrwm that oecasicmal draughts, cyclic low agri- 
cultural production the increasing ccmsumptioa demand on 
account of growing population has frequently lad underdeveloped 
to import food from developed cotmtries* this is 
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g©ii«i!*aily Justified oii gyoimds that food imiJorts ar« no®®-* 
ssayy to mlataln and dweXop tli® hiimaa oapitai of tlit nmmtTf^ 
iftit at fflE^ oostf it oeeaa iiastifiod tJiafe Qonmmptlm. rtOttiJP®* 
monts sfeoaM b® mt intopiiallys aimi ®y@ii if ootmtry lias to 
import food in tli® boginaingf th® practlc® shouid not eontlau®# 
A imu&or of United estates bilateral aid prcgrasaa®® 
hare supplied underdeveloped aonntries not only tiss capital 
and technical ssalatame but also coroaodities (Indudlng food 
iteiBs) tli® sale of which has provided tl]« recipient country 
with funds (in local currency) for meeting soro of tlie in- 
ternally met cost of the proiectSt On one hand such a prac- 
tfie should be condemned because easy avallabilt% of exter- 
nal assistane® Is liable to lessen the dcrosttc efforts of 
the aid receiving country! but on tl^ther hand this might be 
approved Sn vies of an underdeveloped country’s extremely low 
capacity to laeet the developjsentai mmtrmmntB Internally* 
Nevertheless f this can be said that such assistance should 
only be accepted when it becomes absolutely necessary and If 
Its t®Tm are ‘soft* • 

Private- Im^tm imtiliigiii 

Economic development of an tujderdeveloped country 
reQuires a country-wide prcjgrasaa® of fostering economic acti- 
vities in all possible spheres of deveiopaent* a programme 
of such a diverse nature cannot be tafeen up by the aovemment 
alone# especially In a democratic set up* siose fields of de- 
velopngnt afe l«ft to private entreprwaeur# as well. If the 
aphew of private wonomlc activity be lotaed by foreign 
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liiTO8t»PS| uho ujt® tai^eratood to Irn^e better ppodtiotfon ami 
teoimicai skill md setter capacity to invest, tlie 'ricioi*® 
circle of i^verty, on th© st^iplj sM® can possibly be broloitt* 
It can «ippleai«at the low Investaent capacity of doMSttc 
entPeprenenrs* 

Irivate toestmnt frm foreign co’untPies Sia® one dis* 
tinct advantage that it comb Ines capital, technological and 
manager ifiai problems nnder €»ie experieficceti nnit of control* 
msides, foreign iwestment can be supplemented by domestic 
capital according to tl» coiaitry's ability to do so* 

On the ottKir hand it has boon noticed that private 
Investments are laade In ti«i food stuff or th® raif material 
exporting Industries of the underdeveloped areas* This prac- 
tice is harmful for m underdeveloped eccnos^y* l^ivate in- 
vestors are guided by their private profit motives because 
they caimot be supposed to have a charitable outlook for any 
poor country* Private Investaients are attracted by markets, 
and market demioid does not lead necessarily to u balanced all- 
round developwnt* 

Thus, in this cdmection, tte aim of th® Govemment 
of the underdeveloped country should be to attract foreign 
investwnt In fields which are related to the country*® eco- 
nomic developaraat* 

CNmerallyt factors which prove to be obstacles in 
attractlBi forelpi Investment for ui^rdeveloped countries 
are as follows* 

Cl) Hestriction on investors as r^ards transfer 
of their profit® abroad! 
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(2) iaoii of assurance that to case of nationaXlsatlon 
of thelp oustoeasi eiitreppenetips »ili get appropriate eoapen* 
sationi 

(3) Sotihle taxationi 

(4) Fear of compulsory re teres tment of profit® | 

(5) Various sociali atoteistrutlre and technical un- 
certatetles* 

In this connection the International umk for Recons- 
truction and Dereiopment has recosaaaendeci that sattlement must 
he reaclied hy the Owemwnts of the capital import teg and 
capital exporting countries to avoid double taxaticai* iie- 
condlyi private foreign investor must he aC'Suredi that he can 
transfer ahroad a reasimahle amv.unt of his eamtegs and thatf 
if his tevestmisait is naticttaiised, he liili receive appropriate 

eompensatiaa and he enabled to withdraw it to foreign ««- 
1 

treney* 

The Banh statement ha® further suggested that the 
capital importing country should ensure a fair treatment for 
the foreign investor and at the mm@ time it should safeguard 
itself against the abuses of foreign Investment. 

Foregoing arguments make it sufficiently clear that 
as far as possible loans should be ta3<»n for productive pur- 
poses# Constfflsptimi loans can only be justified if they are 
absolutely necessary to view of meet tog the demand for the 
essMtlal coswodities or for the goods capable of improving 
the count’s hmsan capital* loans 8i»uld also be talseat 
preferablyt by the teternatioiMa. organisation®* 

hafloiiBi itethods of Financing iSccnsomi® Jbeveiopaant 
to ynberdeveloped Ccuntrlesf p*9S* 



72 


oiitr’g'it grant or loans repayatjl® to local oti** 
rrancie® or long term loans with easy term® of r@payawat aaad 
low rats® of interest miy appropriately P© teri»d as foreign 
aid# StMsrt term loans with rigorous repay^aent oondltion® or 
at coflQ«r«iai rates of interest should Imrdiy he catagorlaed 
a® aid* 

In view of the proper utilisaticwi of an external loani 
it is necessary that it should suit the requireaenta of the 
project for which it is he tog given# fiaiSf it is only fair 
to give a long period of njoratorium and a rising schedule of 
repayfflwats for a project which la expected to go Into prodws* 
tion after a loag tiTO and then tte output Is to go cm rising 
gradually# In a nutshell the terras of assistance ahouid be 
*®oft* ittsd not ’hard** 

Finally from the point of view of the underdeveloped 
countries ft is necessasry that before receiving an. assistame 
they should make sure that the aid will cemtinue* lieveiopia«it 
t® not a short terra process* It has to be planned well in 
advance and is carried out over a lc»^ period of time, 1% fS| 
therefore! desirable that tlm cemditiona anticipated for the 
plans should eantiime# fhus, if a owmtry is depending even 
partly «» foreign aidf there should be an assurance of its 
contJnuityt If thtogs are not certain neither the planning 
nor the ti^lementation of developn^t scheaes will be effec- 


tive# 
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iiXfeotlva m ;lxlaatlon 

iiaans mrry la addition to rapayrontSf tlias tnfdttia of 
Interoat piQriaeiit* It a®©raS| therefore^ of first iaportanee 
tMat ttwy ahonid be atliised In most effective »aaer* Ex- 
perts of Jiave Warned tbati '^liKternai assistance is 

nseftii for development only when it Is prodnctiveiy employed} 
if it is wasted tli© economic progress of the recipient coun- 
try instead of being advancedf Is retarded by the burden of 
1 

repayments*’* 

From the very beginning of looking for external asala- 
tone© I it should be remeimjered that the loan liability Is to 
be paid back andf therefore, the country should plan to ex- 
pand Its exports* If the receiving country is building up its 
export capacity and is going to produce goods which will re- 
duce its future import requirements, foreign loans will not 
be too much of a burden can the ooiuitry, iait, if no such capa- 
city is being created, it would be preferable to receive 
foreign assistance in form of grants and not as iosns* 

Mr* Eugene Black has stated, ’*Mcmey will be wasted if 

it is pst into projects for wh’oh there is Inadequate justi- 

f Icaticsa, which Imve been badly planned, for which essential 

ancillary services - or even markets - are lacking, or which 

demand a standard of edtwational accoaplishnent that neither 

aanagwi^Jt nor labour force possess** He has further remarked 

« It is no use building electric power stations, mless they 

can be provided with r^lar mi adequate supplies of fuel 

and ommtoa with consumers able and willing to use the 

1' 'Methods' of "Ftomclng Eocmotrtlc Deveiopwnt 

* In itoderdeveioped Coi*Qtrles| p*QX<» 
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empaeity of th© p^mv piimts# It 1® no ns® building 

sittB&f if ncn® of the yow^ sien and lOTen have hmn abl® to 

obtain ^»econdasy education# It is no use bnliding faotorlo# 

if supplies of Ttm siateylais cannot m assuredi if wot1<»j?s 

competent to opwrate their aachines cannot oe found, if their 

products cannot be sold Cor profitably used)# It Is no use 

1 

sowing expensive seed In unsuitable soil#'* 

fhus, It is necessary that all the prol^ts for which 
ext©s?nai assistance is sought, should be planned in detail, 
before assistame is received* If this is not dcxie, woric 
on the project may stop at any step where mm om unforseen 
difficulty arises# Finally* all ad^ilnlstrative delays in im- 
pleacanting and using th© assistance mist be abided. Delays 
in using the assistance will Increase the burden of loams 
and may also give rise to several unforseen troubles# 

In short, to a great ©xtont, efficient utilisation 
of external assistance depends directly m the countapy*s 
absorptive eapael^f which the country Itself can develop* 


£Hg«m lila«lc« M for U«wiop^ C^telsa. («rt) 

Cowaeice aimual Stumber* Dec* *61| p#14* 
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Cr!lPTEH 1 

MfidT n^mmm 

fh® major limitjstion on the revonw si<1® in TOf!«r<!®ve« 
lcp@5 countries am the low average level of per capita inccaaci 
inadequate taxation of the rich and political and administrative 
problems encoimtered in taxing the poor* The deficiencies on 
revenue side become more pressing in the light of Increased dev®* 
lopment)^ expenditure of a very high order. Besides, expenditure 
also has to grow on account of increase in population urbanisa- 
tion and the growth of the economy. Along with it social ser- 
vices ejected frm the goverments has also increased. Thus 
with the changing society and developing economy govemmmt ex- 
penditure has to grow at a fast rate. 

Consequently, deficit finmcing has to be adopted to 
cover a substaitlal part of the government outlays. Ooverjwtfnt 
bormwings from the Central Bahk and credit expansion by the 
commercial banks, in turn, exercises an expansionary effect on 
the money incxxaes in the economy, and finally the effective de- 
mand rises. 

Generally speifeing the excess of govenmiwit exp<mditure 
over its current receipts is termed ‘deficit financing*. This 
term, in thiited States and many other countries, is used to mean 
all e^enditures by the govemm«t over its current revmue re- 
ceipts alone* f^s, lai es^endltures financed by way of borrow 
lugs from the public and banks etc., are included in deficit 
finwicing, m India, public receipts ^d expenditures are dealt 



ftt^ods of financing a deficit 

A deficit can be financed by ’neaswes ^ich arc excln» 
ied frora the n®venn« and the Capital budgets of the govenmefit. 
tenerally these netsures are • 

!• Cbtaininf money frc^r, th© cash bhlasiees of the 
Jowranoit; 

Borrowings from the Central Bai*:| 

3, Borrevings from the banlrlng systerai 

4. Issue of additional currency by the government. 

In Indisi the neasures of deficit financing do not in* 
elude the issue of new currency by the govenment to any ^^ubatan* 
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■cli |}ro3«cts, aespit® feeing highly proauctive and indlspansable 
■om the social point of view, can not fee taicen up fey private 
tvestors feecans® the financial reqnireraont required for the !«• 
Leffientatlon of such scheraes are of a very high order# A a®fes- 
antial part of this capital expenditure has to fee financed fey 
lans of budget deficits* Deficit financing, in itself is not 
voluntary choice. It has to fee adopted as a last resort when 
he indispensable financi^ requireraents outgrow the magnitude 
f resources \diich are available for flnmcing the©* 

The use of deficit financing in underdeveloped coun- 
rios has, never the less, been disapproved fey several eccnoralsts 
>©eaus@ it gives rise to Inflation# Ti^ugh inflation is liable 
,0 create certain difficulties, but it is feared that in an 
it tempt to reduce the inflationary pressure, if the deficits are 
deduced the resultant decrease in developmental expenditure would 
petard the growth of production would raafee the task of future 
capital formation all the more difficult# 

fnflation and Caolt fl yogtiulatlm 

It is believed that deficit financing of development 
ea^ienditure, even if it leads to inflation, would actu^ly bring 
about more capital accumulation than would otherwise fee the case. 

It has already been mentioned that the financi^ re» 
quir«ents for the development of an underdeveloped cotmtry are 
of a very high order and despite the social usefilness of the 
undertow proj.et., prlv.t* «xt)r.pren«urs «<m not b. e:qi«et«a 
to n<ft. my mtatmtlml oontrtbatlon. noT«r»iWt h« to oo». 
fBrw»ra to sbouldw this responsibility. This ean not b* 
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mm aer«ly "by Eobilf diag th© gemtln© voltintary savings of th« 
eopl© sine© in a poor cotmtry sncb savingsi yhmvmwmv possibl«i 
r® vary low ana often used in pnecorrontlc fonts* tinder such 
irei»stattc®s, ii^en the requirement it not an optioHi a choice 
an b® mad© only as regards the manner of raising the resonrees* 
his can possibly be done by • 

1. ’Asking people woilr harder and longer %dth giving 
h«n the benefit of increased lncom®| 

??• Tailing away a substantial, portion of the incoae of 
eople by way of high taxation or by obtaining forced loans? 

3. curtailing the private investment programmes and 
obtaining the resources thus obtained for public investment? 

4. Ibreed saving through inflationary methods of 

finance. 

The first three alternatives can not be depended espe- 
cially in a diiaocratic set up, beyond certain limits on account 
of various political and administrative grounds. Sometimes It 
is argued that when deficit financing also ir?ounts to forced 
savings particularly through the people belong] to the low inccast 
group, lAy not the Indirect taxes be levied on an extensive scale. 
Their effect will certainly not be very differiat from that of a 
rise in price level resulting from inflation. But despite being 
similar in effect, deficit financing has a definite advantage 
over indirect taxation. It does not require any administrative 
i^ill or special machinery to create inflation, idiile extensive 
indirect taxation, besides being opposed., will bring with it a 
rise in the cost of collection, additional staff, chances of 
evasion and corruption and many other cc»pli cations, similarly 
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their living standaMs# This 'idll also be in the interest of 
the nation? bat it shoald be repeated that for this the inflation 
shoald be short lived* 

Becowaending deficit financing for financing econcfflic 
development the United nations experts have said, "In brief, 
deficit financing maj lead to inflation, bat at the «ad of it 
all V© iionld have the dams and the irrigation csn^s and the 
roads iMch conld not have been started in the first place If 
rigid insistence on the sound financing ws maintained* Admi- 
ttedly, inflation id.ll impose hardships? but this may be In- 
evitable - the real issue is about the weans of enforcing sacri- 
fices* Inflation need not have untoward consequeaees because it 
need not last long and its adverse effect cm be suppressed to 
some extent,"^ 


object ions against Deficit, .Finanglng 

Though it has been scented that inflationary methods 
are almost necessary to supplement the available resources Iter 
the ©concaaic development of an underdeveloped country, yet it 
does not follow that the deficit financing of ce^iital expendi- 
ture will easily and autonatically lead to the required capital 
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inv«sta€ot* The ri®@ in share hy tapping out 

savings awd increased taxes can not he of a very high 
order. In underdeveloped countries* increased production can 
lot be ejected to be saved. There is a chance that all the in* 
creased produeticn Is consumed* Inflation, in agratian econo- 
mies, generally raises the incomes of either the rich class or 
of the poor class who have a very liigh propensity to consuaie* 

The tax system of underdeveloped cotmtries also do 
not have the natural ixjuncy. Tax revenues do not autonatically 
rise with the rise in national output. This fact also goes 
against the expectations for beneficial deficit finaaicing. 

It cm also not be takm for grmted that deficit 
finmeing of capital expenditure will necessarily mforct sao* 
rifice on the desirable section of p€»pl®. The Incon© of poor 
people might not rise as the prices riso. ''foreover, this will 
mean extra hardship on the people belonging to the class of 
salary earners* Itieir Incomes will not rise at all as a result 
of deficit financing but they will have to face the generiPL 
price rise# "Bie poor class may also find after some time that 
the rise in their monetary incomes was only illusary* 

It is also worth questioning that %*iy deficit finan- 
clni is used in considerable doses and then governments try to 
neutralise its effect by granting fresh allowances, price con- 
trols, fair price ships, compulsory requisition of food stuffs 
etc# This ill wounts to very little of forced saving imd only 
increases the administrative burdm, 

SMsetisief it is argued that inflation enccurages 
^tr«pr®i«arstl Investment by increasing the productivity of 
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investmcat* Bat, at the sane tSme, it is QuestionalsI® i#h®th«r 
s«c^ investmggits are of domestic i?sportance. It cm irery easily 
lap understood that Increased private investment will only go in 
th® aon-aecessary directions hecause private entreprenenrs are 
interested only in their owiership benefits and not in the nse 

M m .fi. ... - ... 
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That Is ishy specialists have, laoftly* mmeS agalftst 
fch® dangers of inflation. S.M, Bernstein and I.C* Patel have 
expressed! «the over powering strength of the forces let loose 
by inflation to achieve i^at in fact is 1 lively to be only a 
moderate increase In investment {which conld have been achieved 
in larger part, If not entirely, by less ageressive means) nl- 
tlaately converts continuous inflation into a destructive policy* 
R large part of any Increase in investment will t#re forms that 
are of negligible importance in increasing agricultural or indus* 
trial production. The economy is distorted by the inflation so 
that its use of productive resources is less effective than it 
would otherwise be, mi the effects of the inflation on the dis- 
tribution of income and wealth are unhealthy and may he dange- 

1 

rous in countries with low incomes.” 

United Hations* experts have also pointed outi **It is 

generally overlooked that, to the extent that deficit financing 
results in an inflationary rise in domestic prices, it is no 
less aggressive than taxes whldi hurt the poor relatively more 
than the rich* fflhie decision not to levy higher taxes in generic 

or tax,, on th. poor In p,rtlottl.r, In farour of larg.r budgrt 
doficltg may Hot. b«m merely an economic mlstdce or * polltleel 

compromise,” ' 

B»n.1nflatlcr Brr deficit financing 

Though Ihflatlon is the outcome of deficit financing 

yet all deficit financing need not be Inflationary* There are 
certain factors which automatically appear in a developing eco- 
aoiay and necessitate an increase in money supply in the economy. 
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1 the first place increasea production of goods in the ecosujaay 
s a result of econo^aie growth Is bound to give rise to the de* 
and of increased noney supply for transaction purposes. IMs 
emand can be met by injecting nor# money in the ec€m«y through 
eficit financing. 

■Secondly, economic development is essp acted to be 
iccompsnled by expansion in the monetised sector. In under- 
leveloped comtries there is a vast sector #ilch lives on sub- 
sistence farming and something like a barter system prevails 
there. Iconomic development is expected tc bring more earnings 
bo this sector «pd will thus necessitate the use of money in 
this sector also. This factor will also increase the d««ftd 
for money. 

Thirdly, increased imports, which are so very essen- 
tial for economic development, will amount to Increase in real 
wealth In the eeoncmy and thus there will be a need for an 
equlvalmt rise in money supply, 

lastly, lic^idlty preference, Ivsw^so-ever discouraged 
in h&ekmrS and underdeveloped countries, is br'md to continue 
for acme time. The habit of cash ba^arding will go only slowly, 
m increase In economy^ s money supply will offset those hoard- 
ings. 

Factors mentioned above create a demand for increasing 
money in the economy and thus deficit financing to that extent 
seems only to fulfil this natural deasnd without producing any 
InHat ionary effect on the economy* But on the other hand there 
are certidn other important factors to be reaieabered which also 
appear in a developing economy and are inflationary in nature. 
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hey llfflit the scope for tf!or»tiiig measures for defloit finattclnf 
n the eoonosiy. Firstly, it is ®s?!®cted that the incases of the 
eopl© of lower class will rise, l^aploysent opportunities will 
'xpmd an^ many more people, who were preid-ously poor, will hew® 
ew and increaseo inojiaes* Increased income of the poor peopltf 
rho are in a great majority, will give rise tc tti© demand of 
‘onsnaptlon goods and tend to create Inflationary pressure on 
.he econooy* This factor is all the more effective in countries 
irhere redistributive measures are being adopted as a result of 
scuntry»s socialistic policies. 

In countries where banks are not nationalised, they 
provide the second factor in limiting the scope of deficit finan- 
cing by the government. Private banks tske substantial part in 
financing the private sector and thus eicpanding the money supply 
independently. 

Thirdly, in a developing economy the velocity of money 
increases. This factor is also Inflationary In character. Thusi 
while there are factors which make a ease for deficit financing 
during the period of economic development of an underdeveloped 
country, there are «dso the above mentioned factors which limit 
Its scope. 

nefieit Hnancing ..for Kconomie Pevelopmeiit 

The tecteiiijue of deficit financing may be adopted, 
broadly under two circumstances. Firstly, in case of a tempo- 
rary budgetary gap and secondly, in case of a developing econ«y 
to supplwiait the available resources for development till the 
economy reac^a stage of self propelling leid self generating 


irtrtwaalc growth* 
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far as th® first corw^ltlon is cKmcemad, deficit 
financing can hardly he Jnstlflad, One of the foremost pria- 
ciples of public f inane® suggests to aim at a balanced budget 
and thus, forbids its use, especially vhm it is to be used as 
a temporary measure to bridge_,the gap of resources under normal 
cireupist^ices. In the wrds^tlnlted Trations* eapertsi "It is 
generally considered undesirable under normal conditions to de* 
pend on budget deficits for current consumption expmditure of 
the goirerfflsent,"^ 

Hext comes the role of deficit financing in order to 
suppl««mt the resources of a d»»v®loplng economy* This role, 
though it drew great controversy, has been accepted by the ex- 
perts of the subject. The United Nations’ eagserts, while agree- 
ing that "inflation, once started, can easily get out of con- 
trol and be accompanied by disturbimces of varlrus kinds,"^ have 

also pointed out that, "within bcunds, inflation is Itself m 

3 

acceptable pragmatic instrument of a developmental policy#" 

The greatest advantage of deficit financing in a deve- 
loping ecouOTy la that it provides the government an additional 
financial power, ^lich is indisgjoiisabl® In view of country’s 
limited capacity to save snd the pressing need for developing 
the economy at a fast rate. How, th© problem remains in guard- 
ing against its evil after effects which lie mainly in its ex- 
cessive and continuous use# It is true that deficit financing 
leads to inflation but that too, within reasonable limits, can 
be used to produce favourfable results. 


. Sconewie Bulletin for Asia & the Far Fast, Hov, 1964, p#7 
Bccsiomic Bullet Sn for Asia & the Far East, May# 1955, p,13 
faxes & the Fiscal policy in Underdeveloped Countries, p#B: 
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On® siajor ecaJdition for obtain' n?? favowabla poswlts 
‘roi!i dafioit flnincing Is that ontrut should rise in the follo?#- 
.ng years* The increased output is supposed to talc® car® of the 
.ncreaaed effective deraand resulting from deficit financing* To 
fulfil this condition it Is necessary that the created money 
should be spait on quick yielding projects in the begining. If 
this is done^ the inflationary pressure, after » brief time lag 
will be off set by increased production, 

^e economists are of the view that the apprehensions 
with regard to the adverse effects of deficit finssneing have 
been unduly exaggerated. In their opinion "deficit financing 
is a necessary and a positive instriaent to accelerate the rate 
of economic growth in countries suffering from acute shortage 
of capitid, though it is necessary to emphasise it here that it 
must be undertaken in context of an efficient and well executed 
plan of economic dev@lop!i«t,«^ 

Inflationary effects of deficit financing can also be 
used for favourable results. Inflation, in the begining, as 
ready mentioned, ^courages Snvestnmt, Besides, r?r. 

Hao has suggested the scop# for increased taxation by the govern* 
siwit, under such cl rcunst slices 

professor lewis has suggested that if prices are 
rising at a rate less than the rate of interest, there is no 
profit in peculation, H«ice, If prices rise m the average by 
3 to 4 percent per «iw», we cm have all the benefits of ity. 
flation for capita ibraulation wltlK*ut much danger that this 
will give rise to speculative bow and to a flight fro® currency 


1 # 


K,I, Tripathli 

M A mm mm,Wk *"? 


Federal Finance in a developing Feonomyi p,lJ51, 
oanltal Forostion and Price Behaviour In 
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psp«eially if the movement is onnctttated every three ©r font 
years by a little deflaticnary prices.^ 

In the light of the foregoing dtscusaioh It eaaa he 
said that Inflation, to a certain degree, can remain fcaiwless# 
within eontiwi, or even beneficial. Its optirana l!mit will he 
at the level %iher« marginal increase in the cost of living and 
industrial ontppt are equal* 

Tt can he eoncluded “v/ith the flr’i belief of hr* 

that "deficit financing in itself is neither good 
or bad| it all depends upon the circumstances in which it is 
resorted to and the economic policy which is followed to neu- 
tralise its adverse conseauences. In fact a certain measure of 
deficit financing is Inevitable under planned economic develop- 
ment, especially one of th# objectives of planning is to 
step up the tampo of economic progress beyond what It would 

P 

have been in the ebsmce of planning, '* ' 


1. ¥.A. lewis* The Theory of Boononic Growth? p.404* 

2, Baot Beficlt Financing a the Five Year Plan? 
Gofflierc© i^fsial Humber, Dec. ’62, p,60* 



(Financing nf aeirslop'sent a3?3>endittir© in India) 
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outlay of THB first FlfK IEaB f yii 

mj^ia ' 

India stopped out towards piajmed UeYeiopment tlie 

Peglning of the First Five Year Flan* The Plan initially 
at an ontlay of Ji.**a|069 croreSf for stTmcthming and dwelopiaent 
of In la*s national econosy^ by the public sector over a period 
of flYe years i*e* 1951-56* 

This total sum of exjsenditure Was oistrlbuted mder 
different heads of dev-elopaent as given below t- 



Total allo- 
cation* 
as. Grores* 

Percent of 
the total 

1* Agriculture and coam.unity 
development 

361 

17*5 

2* Irrigation 

163 

3.1 

3# tmitipurpos® irrigation and 
power projects* 

266 

12.9 

4* Power 

127 

6*10 

S, Transport and comatanlcatlon 

497 

24*0 

6* Industry 

173 

3*4 

7, ;^ocial services 

340 

16*4 

8* Rehabilitation 

BS 

4*1 

0* Miscellaneous 

52 

2.5 


2,069 

100.0 


The first Five Year Plant above raaitioned 

pattern of allocation serves to shoWi laid greatest emphasis on 
the need for agriemturai development* It can be seen that «5*9g2 
crores mm aUtfed for Agricmtural and community development 
along »lth its allied needs of building and expanding irrigation 
projects and the generation of power eto* This was well over 
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44,5/j^ of tins total castlay m plan. 

Coapapatlwiy iosser sua i!s>as allotted foif Industries# 

It ms said tliat ”the eicpansion of industries during will 

mainly depend m. private initiative and resources f but will b® 
suppiciaented by tte resources of the publis ©ectoT} as well as 
by foreign Inveetaent at certain points.**^ 

It ma expected that the toral outlay of crores 

by the public authorities will Increase the productive equlpiwnt 
in the private and public sector to th© extent as mentioned below i 


Outlay wtiich will add to th© stock of 
prodwtlve capital ovined by Central 
and State Covernraents. 

.'v 3.1,199 crores 

Outlay which will ccaatrlbute to building 
up prcKiuetive capital in tl» private 
sector. 

iS* 396 crores 

Outlay on social capital 

426 crores 

Outlay mciassified uuove 

,s* 49 crores 

total 

A*i#2,069 crores 


The above classification shows that nearly 60% of th® 
total outlay was expected to add directly to the productive 
capitalf in the ownership of Central or State CoveimmentSf mainly 
under irrigstlon and power, transport and coiaaiinicaticn and 
industries# 

Eeaalning 4<^ ms partly to add to the productive 
equiiwient in the private sector and partly to provide asaistanoei 
in th© form of working capital or of advisory and administrative 
services malntwianoe and expanslcm of social services* 

Beside®, it was thought that this will act as m incentive for 
c«»imity effort la development* 

/ ' ' " ' 

1, Bmi First Five Xear Piani Page 71* 
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file total ieirelopfflental expeudltioro totaliS»g 
;rores was to b® f Immceil out of the resource® of the Gmntr&X 


State aoireriaaents in the following order i- 


Central Oorernment 

-js. 1,233 *7 

crores 

Andaman and J3,£,F.A* 

!S* 7*0 

t| 

States • Part a 

610*0 

II 

Part B 

■£* 173.0 

II 

Part C 

■£» 32*0 

ft 

Jmm and Kashmir 

. 13#0 

If 

Total 


crores 

Thus, nearly 60j^ of the total outlay caa the First Fire 

year Plan was to be met through the resources of the Central 

Ooremment* 



later some additions mr® 

made in the progranmes which 

necessitated soae readjtistamts in the Plan* Cdisequently the 

total outlay by the public authorities on the plan was raised to 

&s*2, 377*7 crores* ^ith this new total outlay, expenditure on 

different heads were revised and fixed as following - 





Original 

allocations. 

Revised 

1* Agriculture and community 
development 

iJ&JL 

364 

2, Irrigation, Multipurpose and 
Power projects 

661 

647.4 

3. Transport and ecswunicaticns 

498.6 

570*0 

4* Industries 

173.0 

138.0 

S* Hehabllltation 

3S.0 

13S.7 

6. Social, services and Miscellaneous 390*2 

438,6 


fotal 


2068*7 


2317*7 
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Mew aiiocutlons introduced siifjht sliortctits In tim 
atiays cn agricuitoef consmmlty daveiopaent, irrigation and 
ow®r projecta ete*| while it provided more for other of 
evelopment* 

Looking towards the resources of th® Central a«d Jatate 
tovemaeintsi it was found that upprc«laately ..,5*1,414 crores only 
louM be made available towards the reciulremiffits of th® plan* 

Central Qovt, ...i* Cx*ores 
("**} 


ijfiduman & i.->tat®a Total 
lu .l 4 »IUa4 


?|.anned outlay on development 

3i.4l 

323 

2069 

1. Budgetary resources 




a* Savings trm ctirrent 
r©v«aue 

330 

403 

738 

b* Capital receipts 

396 

124 

580 

c. inter Govermacaat transfer 

-229 

229 

. 

2, External resources already 
received ^ 

1S6 

m 


Total 

6S3 

761 

1414 


Thus a gap of .^*2,069 erores minus ..>£*1,414 erores, i.e. 
^660 erores was left to be covered* This gap mm to be covered 
as much as possible by (13 Kxtomal assistance (2> Internal 
additional taxations and borrowings and as little as possible by 
deficit financing* 

imaml outlay the plan for years 1951'»52| S2»63| 
and sere proposed to be -s*g32 erores, cnores and 

erores respectively# 

It was further said that if the expected foreign help 
could not be made available till tium, future estimates win have 
ito he adiusted* 
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jlg,^lth of K xpeaditorif. 

He¥.tew of the First Five Year Pla33 disclosed that the 
aggregate outlay on the Plan by th© public sector was about 
^•»s«lj960 crOTes, 

The distribution of the outlay betJieen the Centre and 

T 

the iitatesi year by year wus as follovis - 



Year Outlay on plan 
bv .Oentre., 

Outlay cn paan 

„ 

Total 

Accounts 1361-52 132.1 

127,3 

269.4 

If 

1962-63 126.4 

142*2 

267.6 

It 

1963-64 131.3 

161.7 

;M3,0 

It 

1964-56 2S3.6 

192.3 

475.9 

'^^'-5s(Total for 4 yrs)72a,4 



H.K. 

1965-66 392.6 

274.0 

666*5 

Total 

1961-56 1114.9 

397.5 

2012.4 


i‘»s given In the aoove taole, it was estljaated that the 
outlay In the fifth year will be ;^*666#5 crores* but later 
ostteates revealed that* it was about ~^52 crores less than the 
originally estisiated level. This difference between the expected 
outlay and the estimated actual outlay accounts for the deviaISfcwi 
of the total* treat the cwrespaadlng figure ahmm in the abc^e 
table* 

fhus the original* revised and the actual outlays on 
the First Five Year Plan ter© ^,2*069 crores* a!i,2»377*7 crores 
sod i^l960 crores respectively. These were distributed a»cmg 
the centre and the states as shown below 


/ 


1* Review of the First Five Year Plan* Fag® 13, 
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Plan Outlay 

:«s* Crores 


MMMmk 


fcPT.raxiaatelv. ..acteml. 

Centre 

1233.7 

139*6 

1114*9 

btate® 

335*0 

983*2 

897,6 

Total 

2063.7 

2377.7 

2012,4 


fhe taoie of ariimai oiatiay m plm Bhom that tJ» 
plan begun with very low expenditures* btep up in expenditure! 
both at the Centre and the States, over the iieriod of the plan 
wus considerably high* The exponditure during the last year was 
nearly thrice by Centro and nearly ti^ice by the States as ccHuparsi 
to their respective expenditures dwing the first yeiap. 

It is also notable that nearly 57^ of the total expen- 
diture smde on the plan accounted for last two years, 1954*65 
and 1965-66* 

.CriginaX*. ?>., evl . SQd 

The following table gives a comparative detail of the 
expenditiar® made during the plan and Its original and revised 
targets tmder major development heads; 

r^t QIMM 

Plan Provisions Estimated plan outlay 





Original 



1, agriculture and 
coimmanity deve- 
lopment. 

361 

354 

234.2 

2, Irrigation and 
POWtfP 

661 

647,4 

®6.0 

3, Industries 

173 

188 

C^.S 

4. Transport and 
Oommmimtlm 

498.6 

670 

631.6 

6* Sociia Services* 
(including Mlsc,) 

476.2 

618.3 

611,9 
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fi® abow table shows that there ha© been shortfall 
imdev every head# 

Tim follow Jag taole compiires the pattern of onatli^ as 
it aefehaily mater Jalised over the Plan period with pattern that 
»a® in view when the plan was initially formaatedi 


Percentage of Percentage of 
total outlay total outlay 
as originally as now estimated* 




1, xitgrienlture and coanimity 16 14 

development 

2* Irrigation and power 28 29 

3* industries 3 5 

4# transport and ccaaamicaticais 24 26 

6* Social service® (including 24 26 

Mlscellaneona) 

total 100 100 


this shows that the pattern of the outlay on First 
Five Year Pia»f as it materialised, was to a fair extent similar 
to that it was proposed, leaving the case of industries which 
show a shortfall of nearly 37jfe* 


Investment...,and,tlie tefent 

It is estimated that ratio of the Investment eaid 
current expenditure, out of the aggregate outlay on the plan 
has be«» about 3 to !• 

**the aggregate expenditure m capital account corres- 
ponding to the total outlay of i»^»2,012 erores amounts to **3.1,4^ 
crores, the balance namely i>3,642 erores being expenditure c« 
revoaue account. Part of this later has been of the nature of 
investment! so that m the whole if aggregate «xp«iditure on 
the plan is taken at is*l,960 erores as suggested earlier , the 
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total of Smmtmm.t in the pwbllo see tor wowM work owt rowod 
1)600 crores”^* 

iiealtieSf it is estliaateci tiiat the aiaoimt of Jterestswut 
to, prtoat® aeetor* wer the plan period was about *i^*lf600 eror«»» 
this gtoes that the total investment to econos^ during 
lOSl^SO Was about iw#3|100 crores* 

The following table gives the targets of expenditures 
iAnd the expenditures which were actually made) by the Centre and 
different states ever the five year plan period; 




ffiam 


ail81*66 

1951**66 

jbxpenditiire 


proposed 

actuals 

tocurred as 
percentage of 
t^e target. 

Centre 

1339 *S 

1114.9 

80,8 

States 

938.2 

397.5 

90.8 

Part. A. Stat.es.8 

aasam 

21.7 

21 

96,a 

Midhra and Madras 157#3 

149.8 

96,2 

dihiO? 

^.7 

73,2 

106,6 

dosi^ay 

169.9 

166,2 

97.3 

ftodhya Pradesh 

43.2 

42,6 

88,8 

Crrissa 

21,2 

13,3 

36,3 

Ftmlab 

34.4 

31.8 

98,4 

Uttar Pradesh 

189.8 

105,6 

31,3 

West dMigaX 

76.6 

74,6 

97,6 

The Hevlew 

of the First Five Tear Plant 

Page 21, 
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19S1-S6 

proposed 

Rupees CTOWm 

K 

1961-56 Kxpeadittir® 

cictiuJ.5 Jacarred m 

peromtage or 
the tar£.e.t„..„^ 


ifycterabad 

47 

34.4 

O 

f -a*« 

MadlQTa Bharat 

22.6 

21.3 

94,2 

%sore 

49,7 

43,1 

36.7 

Fepsu 

10,1 

9.9 

97.1 

Hajjaothan 

25.5 

20,3 

79.6 

Baiurashtra 

27.2 

25 .8 

94.9 

Trarancore-Coehiii 

31,3 

26.1 

33.3 

Jaswu and jSashalr 

12.7 

11 .1 

37.4 

States C 

44.3 

32.6 

73.6 

total (Gciitr© & 
States 

2377.7 

2012,4 

84,6 
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BESOtBCaiS FOB THE PBitiT FIVK IEaH i>iAS 

FiYianCL ng, fe- P[qav . 

fh€6 pian as initially formulated# irivolred an outlay ©f 
Es,2069 orcafesj oy tte Centre and litates oyer the fi^e yeiif period* 
later# in of certain requirements# stepping up of the aggre- 
gate outlay from this level was deejaed to be necessary* Conse- 
quently the adjustments raised the size of the Plan to Es,2373 
or ores. 


Early calculations suggested that a sum of Hs*1414 crores 
could oe raised oy way of proceeds from revenue and the capital 
receipts incxudliig all loan% grants and aids etc, (Dorostic re- 
sources Hs*i258 crores# Pordign aid Its *166 croresi* 

fhe resiaining sum of Hs,666 crores was to be raised by 
taking resort to aaditicnal taxations# by seeking more foreign 
help# by more of borrowings from the public or as a last resort by 
deficit fteancing* 


At the same time, it was also recognised that unless 
special circumstances arose# deficit financing should not exceed 
Rs*290 crores. 

Thus# In short# the stim of Rs,2069 crores (according to 
original estimatesJ was to be raised In following orderi 


1* Through doiaestlc resoupces by way of 
taxes# loans# small savings etc, 

2* Foreign aid? 

(a) already ijfi sight 

(b) needed more 

3* Deficit financing 


Hs,125S crores 


Rs 

■Rs 

f^S 


Im 

3SS 

2m 


II 

n 


total 


1^5. 20§i Creras 
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OwtlaySf diwSng the firet four years of the Plm on the 
baste of accoimts for those years and the financial resonrcesi of 
the C«3itre and the States ccaabinodj were as follows!^ 


Ye^s 

(hitlay on 
plan 

budgetary 

resources 

i-ixternal 

assis- 

tance 

Pefici 

1951-58 

260.4 

804.3 

64.0 

-10,3 

68-63 

867.6 

141.3 

45*6 

30.7 

63-64 

343.0 

<5*46 .1 

18,5 

73,4 

54-66 

475.0 

363,6 

16,0 

01.3 

Total 61-56 

1345.0 

060,8 

145,0 

240.1 


On the basis of acocmnts for the first fonr years and 
revised estimates for tho fifth yeari it was calculated that 
Hs#2012*4 crores lere spent on the ir-lan. but later estlamtes re- 
vealed that the ao fatal expendilah*© on the Plan *was of the order of 
ils,3U560 croresj against tho original target of Bs#2069 crores and 


the revised and eraarged target of Rs*2?*?7*7 crores* 

The expanditur© on the First Five Year Plan was financed 
as givffii helows 


1. Resowces made available ovt of revenue 
account (inclusive of Railway*® contri- 
bution) 

2* Loans from the public 

3. Small shavings & unfunded debts 

4* Other miscellaneous receipts on capital 
account 

Total of Domestic liudgotary resourc« 
S* External Assistance 


Ha. 7S2 crores 


Rs 

805 

tl 

Rs 


tl 

Rs 

91 

m 


1362 

II 



II 

[ Rs 

4S0 

II 


Total Hs*l%0 Crores 


Pltf« Yiiar pi^cii Peuitm 23*. 



im 


Tinas, i/i txie light of figures given above, tile nearest 
data for the actuals of outlay on plan and its financial resources 


during the fifth and the last year, m get - 
1* Outlay on Plan during l‘.)5S*S6 
2* iitM raised tliroiigh budgetary resources 
3* isJEtormi assistance 
4* deficit financing 


ns» 614*1 crores 
Rs 391,2 ” 

Rs 43.0 »» 

Rs 1?9.9 » 


It is also desirable to exartiine, that ho? far the actual 


outlay over the plan, could reach the targets set for theia. Kie 
table beloo gives a comparative picture of the toot 

Ha.. Crotm 



Flan target 19S1-S6 

Plan outlay 


cmiginal 

devised 

i-sbCtual 

Outlay on the Plan 

2069.0 

2377.7 

1960.0 

budgetary resources 

i2ai*o 

immum 

1362.0 

iiscternal assistance 

621.0 


133,0 

Deficit 

200.0 

mmm 

420.0 


Thus, it appears that tho oudgetary resources crossed 
the Initially expected figures. The shortfall of about as. 109 
crores in the expenditure, it my be said, occurea due to the short- 
fall in the external assistance, ’dhlch came out to be amch below 
the expected figures. This very reason might be put, as an expis- 
natiem for the increase in deficit financing* Though it was very 

clearly mentioned in tho First Five Year Flan that deficit finan- 

1 

cing should not exceed Hs *290 crores. 

It is true that while comparing the target and the actual 

resource figures, the shortfall Is liotloed only against the exteraA 
assistance column, yet there is wje more fact to be remeHtoered that 

/ 1, 'fh® First Five" Year Plant Page 46. 
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at the time whem the Flan aas fcriaiiiatedf an ejctewmi aaslstanee 
of oniy llsase chores could be foreaoon. The r&minlng alloted 
to ac rai6<3d throiigh wore extci’nai asslstancei i*e» Rs*.3®l 
as a flatter of fact represented the gap in resources# This was 
to ae raised either oy secltlrig «.iore of foreign help or by the In* 
ternal budgetary rosoia^cos* 

Latest figures^ reroal tlmt Hs#2D6#3B crores vier© actually 
available as loans and gr^mts frow foreign coimtries, to be used 
for financing the Plan, but only Hs.liS.ll crores could bo utili- 
sed# Though, certain reasons have been given for the Inability of 
utilising the foreign resources to the eistent it ism available, 
but it is clear that even if norc cxternvJ. help could be sought, 
the total outlay on the ploii vfmld not have clMr^jed# 


Raising ©£ ,r,eg.ourg©..s..„feY.- , .the QQP tml 

Review of the First Five Year Plan gives that a sua of 
Hs#146S crores, was raised by the Central Uovenr.eat towards the 

financing of the Flan expenditure* Iten wise brt.aK up of the sum 

2 

was as follows - 


1* Through revenue surplus and the ruiiv^ay earnings# Hs* 420 crores 
2* Loons, small aaviriss iind other capital receipts* Rs. 563 * 

Cl) + (2) Budgetary resources# 

3# Foreign aid. 

4# Deficit financing# 

Total of Central aoveriOTent resources. 

Thus, the resources of the Central Governfflent waPe res- 

pcmlble for fln«molng .bout as.l«i6 crores out of the Klan requi- 


fs 

Rs 


77B 

ms 

-AQ jA 


1465 


It 

It 

H 

« 


/' 1 Rmritm of ti» First Five Year Flani ?»€« 

2 pSures are based m the accounts for the first four years 
SI rwised estimates for the last year of the Plan* 
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«j?ores» given for deficit flnancteg i>y the Centre 
responds to the yearly deficits as follows* 


■Years. 

1951*6a 

62-S3 

S3*64 

S4*6S 

55-56 

(Hevised estirautes) 


as. -(65.S) orores l.e.a swrpln® 
as. 30,9 crores 
^ 127*2 ” 

fe 145.4 « 

fe 23S,6 » 


1951-56 Total Hs,433,3 crores 

3ntf the latest estlimtes show tii^t the flgtir©s> given 
for the total Flan outiayi totui deficit financing and total ex- 
ternal assistance ntilieed were all i.ess©r> whai seen in the light 
of the (prohahle) actuals fat the year 1955-66 | than what the co- 
rresponding figure© giv®i on the basis of revised estimates for 
that year. This difference ^(uxkeB (1} the total deficit financing 

1 

by the C^tral Coverniient to be of the ord®p of II s *423 cr cares only* 
(2) This also etiggest© that deficit financing at the Centre during 
1955-56 was of tJMj order of mly Hs.lBO crores and not Hs*23St6 
crores as givm by revised estimates. (3) External assistance uti- 
lised during the Plan was of the order of Rs.lBS crores and not 
Rs.203 crores as given above. These adjustments bring the total 
outlay by the Cwitre in 1965-56 to Hs.381#9 crores and outlay on 
the Plan by the Centre over the five year period comes around 
as .1044 crores «»ly. 

In this lightf reaotirces of the Central Covernaent can 
be summarised as given belo® - 

^ 1. Deficit at Centre during tM first four years came arotmd 
Rs.^ crores* Deficit financing by States during the last 
vear. according to the Review* was negligible and the aggre- 



toi 


lotal resoiiroas of tile Caitral Government (Internal,) Hs,r?8 orores. 


tCransfer to the states. 


Bs ^0 « 

Rs»4^ crores 

Foreign aid utilised. 


Rs laa « 

Deficit f inane ijog by the Centre* 





Tota Es*1044 crores 




1 

In the states, the total outlay 

of Es,397 crores was 

financed as follcjws - 




Es* Crores, Percentage of ^ the 

1* Current Revenues, 

269 


2* Public borrowings & other 
Capital receipts* 

230 

26 % 

3* Central iussistarice. 

350 

29 % 

4* Deficit flnancirig. 

43 

6 % 

Total 

Bd7 

100 


liir®, it my again be noted tto.t the Statea* ahar© in 

flnanciiig the (revised) First Plan» according to initial estimates 

2 

was Rs#988.2 crores* 

according to the initially forizmlated. Plant esti* 

nai^d that a sw of Rs*1268 crores was to be raiwd throngh bndge- 
tsry resources* Dut of this sumi Est740 crores i«e« 58^ of the 
total budgetary resourceSf were to be raised by way of ccwitritni* 
tions fr<» current revenues including addltimal saiasures of taxa« 
tl<nii and the receipts ffcei the Railways* Sut, the actual yield 
thresh these resources § the five year period was estimated 

/ 1* levies' of tlto First Five Year Plant Govermsttat of Indlst 
Planning Coraaisslont Page 8d* 

O- A# *h«» Five year Plant Pass 45 . 
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fco am Ha ,690^ cmly (a a, 674, 3 crores t 3 *m cmrmt vmm&mB 

and E0,U5,4 <srop©s fitots Ralliiays), 

AS yegayda the yields from th® States* and the C<mtria 
jroyeriiiii^t*© ewroit vmmm budgets i Centre mm able to raise 
:W*14S ororea aiore than the Plan targets required, while there 
fflaa almost an equal abort fall in the states, 

fhiiS| the Centre and the States raised almost the amount 
what they aimed to raise, the balance shortfall of nearly Rs,48 
crores was mainly due to lower earnings of Rallfiay, than what it 
was expected, 

ihe Central acwerniaeat imposed dubstantlal taxation in 
19SX-'63 partly for th& reason to raise the amoimt needed to finance 
the deyeiopment but mainly In order to generate a dlslnfiaticmary 
climate, 

Eise in taxation toing 1951-62, was mainly through 

rise in ^ 

1, Ssport duties « Export duties, which had been raised in 
19S0«61, were raised further m a number of commodities, In order 
to draw into piibllc exchequer, proportion of the increase In In- 
ches being made in the export sector* 

2, A surcharge on immm tax • besides the usual inccaae tax, 
a surcharge on income tax was charged by the high Income groups. 

3, Increase In the corporation tax. 

4, Additional excise duties and import duties* 

These measures of additional taxation, litg)lemented during 
pfoduced a total yield of Rs#3E*0 crores. It was also 

/' eh® Pirat Five Ye^ Flani Page 39, 
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BotaJjl® tliat tcssfarda the end of the year it becaro aliioet 
to reduce the export duty on int®, 

i)OTlng the two foliowlng yearsf Inflationary pr®s«i®P« 
had coffl® down and some further redueticaaa were md® in respwst of 
export dnttee* 

In ISM-SSf sizable increases were laade In respect of 
excise dnties. Additional taxation in 1954-65 yielded about a«.n 
crores« 

In 1965-^, both direct and lndir®«t taxes were raised 
fnrther# Chaise© mainly occur ed in Income Tax and the excise 
duties* Yield of these tax measures was estiiaated to be Bls#17 
crores over the year* 

Oyer the fly® year period, the yield through additional 
taxaticm at the Centrei excluding export duties (which were y«ria- 
ble in their nature) , was about Rs#l75 crcresi and the total yield 
of resources fro» the current reyenues of the C«itral Ckwemaeat 
was estimated to be Hs*304«6 crcres, against the target stam of 
Es«160 erores in this respect. This meant that Cirntral Cfoyerniiient 
saved about Es*145 crorea iiK>r@| than the expected aBioimt)i from its 
current revalue resources over the five year period* 

teawM .fettstea 

It was expected that a sum of Rs#170 crores will be finan- 
ced through Railway earningSf to mmt the developmnt expenditure* 
But it has now been estimated that Railway* s own earnings contri- 
buted only a sum of E©*1X5*4 crores, over the first plan period* 

In order to make sizable contributions through Railway 
eamSngSf Baiiwjiy fares were increased in i951-se and some mcape 
adjustaaeats were mn^e In 1968-53 and then again in 1955-^* It 
was expected that these atasures will increase the «innuaX yield 
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18*115 eror ®8 ofrer the fiv’© year period. Ser©rth®l©« 8 f it «fa« 
adffiitted that the e<Hi,trll>«tion of Railways did not turn tipto the 
initial expeetatlons hecanse of the Increase in working 
isund a fall in earnings dnring 105S-53 and. 1953-54 on account of 
slight decline in travelling which followed the increase In rail- 
way :D*leght rates* 

Mditional ..tgiatloii .by... ■t.he..i.taMs_, 

It was expected tlmt the combined efforts of all the 
states will contribute a am of R8*410 crores, towards meeting the 
financial red’^ilr«»mt» of the First Five fear Pluiif by saving frcm 
their current revenues* Out of thlSf a sum of Rs*230 crores was 
expected to be raised by way of States* additional taxation mea- 
sures during the First Plan Period* Against these ©xpectatlcnsi 

latest estimates reveal that only Rs.269 crorea could he saved out 

1 

of the current revenues of the states during the five year period. 
Thus a shortfall of ahout 3^ totalling Rs*141 croresj occured in 
this respect* Shortfall of such a high order ev^tuated inspite 
of the fact that the States had received m unexpected grant of 
ahout BS 48 O oreares hy the Finance Coasaission, 

Apparently! it might be said that failure in the imple- 
amtaticm of additional taxation measures In s'tost of tM States 
wa® the main reason for the shortfall of such a high order* R8.230 
crores were &im& to be raised by the b'tate®, over the five year 
periodi by way additional taxationj but the actual yield out 
of these iseasure® substantiated around lis*30 crwes ccily* 

^ 1. Mmim of the Firet Five Xear Flani Page 25. 
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4iii ©ferall pictwe of tl» target and actual receipt# 
by way of additional taxation in tbe atate® is being detailed 


below $ 



ABom 
iiibar 
Boi^ay 
lU F* 

Madras & iindtea 
Qrieaa 
Punjab 

Uttar Pradesh 
iest dea^aX 

Total A States 235^7 



3,5 

3.3 

7.3 

3,0 

23.5 

‘M.O 

10,6 

2,3 

39,3 

3.0 

9.4 

2 ,0 

5,0 

4.5 

50,2 

11,0 

36.0 

4.5 


K^derabad 
M* B# 

Mysor© 

Fepsu 
Ealastiian 
Sanrashtra 
Travaacore Cochin 


7.4 

4.0 

9.2 

4.1 

3.3 
4.7 

11.0 


Total a States 44,6 
ad B States 230, 3_, 


17,8 
BO .4 


Out of the total yiold of Ha ,80 crores by way of addi* 
tloral taxation about half was th© result of rise in the Oeneral 
Sales taXf tax <»i sal® of petroif tobaceoi cigarettes and cigar Sj 
tax on motor vehicles etc, shortfalls minly occured on accowit 
of too high expectation of incoiaos tlirough Incrouscd Irrigation 
ratefif additlmal taxation on landi and th® Estate Eutles, 

Tficrtas® in irrigation rates in so« Stcttea was thought 
to yield Ra.29.5 erores but this increase pfodticed only Bs,@ 
croreSj a eu® smch below the expectation* 
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additional revonne from taxation of land was 
«pected to yield He .34 arores while actmi yields on aceoimt of 
this inerease aggregated around Hs.S crores only, agaisif the 
target for rwenue from Estate i)uty oy the states was its .21 eroreSf 
hut the eolleeted amount under this Ji©ad totalled arotmd lls.g ororoi 
only* 


Item-wise additional taxation yields In the States was 


as firen below* 



1. fax on land 
2* Irrigation rates 
3. Electricity duty 
4* Motor vehicle tax 
5, u-enerui Sales fax 
0* Sales fax on Petrol 

7* bales tax csn tobacco, cigarettes « cigars 
8* Estate i>iity and Transfer of Property 
0, burcharge on passaagers of busses ana public 
transports 
10* i'llseellaneous 


6*4 

6*0 

3.0 

9.3 

31.8 

6*0 

1.4 

3.1 

5.3 

0.1 


Total 80.4 


The target for raising financial resources, to laeet the 
financial reQuireDaentSf by of borrowing imaney from the public 
was set at Ba.llS crores. Out of this mm Hs*36 crores were to be 
borrowed by the Centre and Ms .79 crores oy all the states* 

This low public borrowing target was placed due to the 
l^ct that at the time of the plan formuiaticm, market was so weak 
that there was little chance f&t the fulfilment of wen such a 
low ©xpeotaticn# 

Ourlng the first three years of the PlaUf public borrow- 
ing programsie showed extremely disappointing picture* In 195X-S2, 
P®tolic borrowings by the Centre and the Eta tea assounted to Imlnus} 
la* -^*8 crores i.e, the Public authorities lost R®.28*8 crores 
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Ott aectsuat of tte pwblic borrow 3bag fund* 

In 1952-63 md 63-64, public borrowings were negligible* 
Posltiori of public borrowings by the Centre were worse* 
During 1961-5S the Centre paid back Hs*34*2 crores 
Ihu'ing 12«62-63 *• »< « « as* 0*9 »* and 

During 1063-64 « » « » Hs*37*2 « 

I'hus during the first three years t?ie Centre, in all, paid back 
a SUE! of Bs.73,3 crores, 

Retriew of the First Five Xoar Plaii reveals that during 
the first three years of the plan, Centre arid the states, paid 
back a sum of Bs,5 crores* 

Ihese figures show that the litates raised a sum of about 
Rs«67*3 crores, by borrowlirg from the public during that p<^iod* 
After that, during the last tao years of the Plan, pub- 
lic bcrrowli^s gave a satlafaetory respond* 

In 10S4-S&, Hs,I60 crores were raised by the Centre; the 
sum included Rs*46 crores representing the imaturltieo* fhe net 
borrwing by Centre iir 1964-66 amounted tc Hs*113 crores* 

In the same year, borrowings by states amounted to 
Rs*7 crores* 

Most in 1965-66, the Centre and the States borrowed 
Es*89 crores* 

Shus total borrowings by the Centre and the States oner 
the five years w«e as follows* 

During the first three years Rs* -6 crores 

Ihiring the yeur 1964-66 Rs*3139 cr cures 

During the year 1965-66 he ,39*4 crores 

fetal public borrowing during 1961-66 Es*^*4 crores. 
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’fli® five 2 ?© 4 ir turget for this lieswi wma mstpas&wA by 
OWBT ESi,89 Qror&s» 

.^aaU aa’y.^ff 

file table belot shcs^saniiml ooilect i<ms ajude mder Him 
head of ©sail ©airings by tbe Public tiector • 


19S1-S2 

3,6 

6S*63 

40,2 

63-64 

37,8 

54-65 

54,6 

66-66 

66,1 

Total 1961-66 

37,8 


The collect Iona wides?' this head show a steady imprwe- 
ffi«it ever the Plan period. 

Target (Rs*28S crores) waa crossed by about Hs,12»3 
crores* Colifsetions during the last year was almost doidJle than 
the amount raised during the first year of the Flan* It financed 
about 13^ of the total Plan outlay* 

Followijag steps were taken by the dovernacait to attract 
ii»re yield under the l^ad of small savings* 

.jaumm 

il) Oovemaient of India put aside the previous stipulation 
and it was further decided «mt the excess collections in a State 
orer its twget would be mad® avalliyble to the State in the shape 
of loans irrespective of the aggregate of lai-tedia collections. 

(2) cn the organisation sidof the working of the authcrls^^ 
agency Sy«t^ in Boshayi Madrasi West iiengal» having been found 
mtlsfmtmft a similar agency system called the »G«ier«a agency 
System* was Introduced on a regular basiSf from Janaury If 1934 lx 
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an states aicept f^sorei Hyaerabadi iiiiaspw, imipuf and Jrifmra* 

(3) 4 ncn-offloial Central Advlscary Coamitte® ®a« appointed 
in Septei^er *53 to gnld© and strengthen the campaign through 
^Oi«i*s 3a¥ing» Campaign* 

C4) ysT^Pal vioaen's and other Social Service Orgoniaatlone 
were appo toted as authorised agents for poptalarising the Ttelv® 

Year 1‘latimal Savings Certiflcatesi for a period of twelve month# 
from Octob^ 1, 1963 at 100 c^tres all over India. 

(6) In Madhya Pradesh and Mauraehtra» several Cram Pancha- 
yat® were selected and entrusted for the sale of National Savings 
Certificates. 

iQ) On May 10, 1964 a new series of Tm Year Savings Certi- 
ficates were leaned as part of the National Plan loan, fhls issue 
was said to he temporary and was not in replac^rot of the th^ 
existing Ifatlonal i-^vii^s Certificates, These were sold to dsnomi- 
nation® of Rs.86 and Bb. 60, and maxiimaa investment allowed for m 
individual to this respect iias Rs.lOOO, These certifioateSf if 
h eld to maturity, were to yield a income tax free simple interest 
of 4*6 percent per annum. 

(7) to May 1964, Government of India announced its int«tlon 
of issuing IS-year annuity Certificates. For investment of Rs.3600 
to t^se certificates, the holder got a return of Hs,26 per month 
for a period of fiftewt years. Thus, the iiivester got, in aH, a 
return of Hs-4600. Maximum investment to this respect, allowed 
for an Individual wm Hs,20|000. 

MjmeM 

to order to encourage State®, TOre, for totensifyiiig the 
mw$m^ ptQgpmmt Qmenmmt of Mia offered greater 
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eosffislBalaj to the States. It ms agreed that States wovM he 
as ioen half the eJccess arer eighty percent of the target set for 
©aeh statsi in additicm to the excess coliecti«ua of sstall ssTinfs 
orer the target stipijlatea for each state* 



RespoM to the sinaiil savings movement was found to he 
satisfactory and eoliections in this head during the First Plan 
period totalled Hs*23S crores* exceeding the original Plan target 
by Es*10 croros# Out of the total sum Rs*108 crore® accounted for 
savings in Post Office iiavii^s dahkSi Es*‘JO crores In hationai 
ijWings Certificates and E6.36 crores in bavings Deposits. 

PM 

Providwit fund and other similar unfi.mded d^ts contri- 
buted anott»r about Bs*67 crores at the Centre* 

It was «:peated that under the composite head of depo- 
sits! ^^ds and other mlsceiianecus sources a sum of Ra *132.8 cror' 
will be raised, but contribution under such heads aggregated arou 
Rs*79#6 &r&pm cnly* Thus, her®, a short fall of about Rs*S3 
QTmm occured# 

It was agreed that the uncertainty about the heads of 
deposit mainly responsible for a shortfall of such a high 
wder* 

It might be reeaxied that at the time of formulation of 
the First Five lear Pian» foreign assistance'of Hs,156 crores cnl; 
could be antlcipatid* 

Considering the position of the anticipated foreign 
assistance amcjuntlni R8,168 crores and the opttonaa figures for 
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deficit ftoaneing riOt ©acceedlug }^s*2^0 ororeSf it ^a» fctmd that a 
gap of Rs*36S crofes reiminei wnfinanced* It said that this 
gap was to oe fiiianced jsalaly hy oatainlug more of foreign assis* 
taiices additional taxation and then i>y Hsrther deficit financing 
which las cnly to be taken as a last resort* ttmMf for all prac- 
tical pnrposeii a com of !^a.621 crores was ateed to be raised from 
foreign assistance* 

Accordiitig to latest esthaates abont Hs.296 crores were 
recel'^ed by the pnblfc sector us assistance frcwi foreign comtrieSf 
oyer the S year period. Out of this sum, cmly about R»*1S3 crores 
could be utilised* The rwalning sum of Bs.103 crores was left 
unutilised, to be used during the iiecond Plan period* 

The follfiwing table gisres below the details of authcriss-* 
tion and utilisation of foreign assistance during the First Five 


Year Plan< 


Sotal irtitiior'i"* U^iilBSr'fcicstt 

yfj|tiopsCSl-56.1 


S*Goyt* ^eat hoan 00*3 
io h*S* Aid Prograimae 


fcernational Bank 
Total 

ants 

goll.B. Aid 


3yg^p„flaa 
mm 
stralla 
w Zealand 

rd*Fo«adati€a 
do loneegian 
Prc^soae 

Total ©rants 

LAiO TOfAb mm^ 
jyHD iJSASS 


59*8 30,5 


1*5 0,7 


4*5 

1.3 


Total 


90.35 

4*5 

7*6 


142*1 

60*8 

33.6 1*5 

0.7 

5*8 

102,45 

102*5 

m 


12.7 

27*0 

68.2 

32*34 

11,08 

X *7 

*4 

6*6 

aa 

3.7 

0*3 

m 

m 

7*1 2*0 
0,2 0,2 

•*. •» 

>** 

0*6 0*4 

2*0 

0.3 

m 

0*01 

0*5 

8*6 

0*2 

0,03 

0.6 

19.7 

5.1 

0*3 

0*04 

2*1 

0.66 

m 

- 0*05 

0.(» 

0 . 1 ;i 

0,27 

*** 164.28 

4#0 

lE.O 17,06 16,1 

36.66 

^*71 

^*38 

64*8 

45*6 10*65 16.30 48*36 

138*11 
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C3ut Of Hs,lSS cr«rest the foreign aid utillaedf Ea#l,l0*4 
erores were ntiilsed during the first too years of th® Flsiif of 
which Rs*90*3 crores was the *^eat uo&xi frou li*3* Otherwls® the 
rat© of utilisation during the first too years was slow and it 
was due to - 

1* delay in the forcmlation of prograsanesi 

2, shortage of requisite equipment and persoi:melf aiKi 

3. difficult position ii:. steel and shipping* 

Kate of utilisation was stepped up during the remaining 

period. 

Of the three loans extended by the International danM 
before the first Plan periodi the railway loan was fully utilised 
before the cQmmmmmt of the Plan, Others, i^grlculttaral Machi- 
nary Project WMi and dofearo hcjnar juoan 4h,¥,C*i were not fully 
utilised, Hs,4*3 erores caiiy were utilised and the balance of 
Hs*7,5 crore® was carried over into the plan period* 

the Interactional dank advanced a seconc loan of Rs,6 
crores for the Damodar Valley Corporaticn in January, 1963, Agri- 
cultural Machlnary Project loan was corapietely utilised by the end 
of 1963-64 and most of the dokaro Konar Loan was utilised by the 
ned^of 1966-66* 

.Sfificit financing 

It was agreed in the First Flan that the magnitude of 
deficit financing crer the five year period should not exceed 

crores, let, despite best care, actual deficit financing 
was of the <W‘der of Rs*420 crores, hot culy that, tlie share of 
suggested deficit financing in the revised Plan outlay rose to 

about 21^, 
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lAtest ©sticiiites ahoi that deficit at the Centre dnrtof 
the last year of the Plan was of the order of Rs*3B0^4 or ere® and 
thoiigh the actnai deficits In the ^states dnrinff the last year ar# 
not iQioiiii, it appears that the actual deficit, if anything, was 
negligible* 

mim of the First Fire Ymr Plan glre® that »»on the 

whole the aggregate budgetary deficit for the last year of the 

Plan fflay he put around hs *180 crerea* For the fire year period, 

the total aaount of deficit financing is thus placed at Hs*420 

crores, iis cosqfjared to the estimated Piarj outlay of !ls*lU60 espores 

deficit financing works out to be 2lS of the total* It will be 

noticed that over 60^ of the total deficit financing In the Flan 

1 

period is accounted for the last two years of the Flan*” 


^'"l* Pag® 34* 
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the end of India's First Five Tear Plan la 1956 > 
the Second Piv© Year Plan for economic developHient begim* fh© 
Plan i-ihich Wa® submitted to the Pariiaaent on May IS, 19;^, 
proposed a deirelopment outlay of .a,4,o00 crores oy the Central 
and State Qoverriments over the pian period# This target was 
against the First Fire Year Plan revised outlay of xi*2,377 crores 
and the actual outlay of .vc.1,960 crores* 

Before coming over the distribution of Plan outlay m 
different heads of development. It would oe desirable to have a 
look, on the c.’^3cct8f ihich this huge totended expenditure aimed. 
The main ob^octlves of the i^ian were (1) an increase of 25^ in 
the naticnal income | (2) rapid industrialisation with particular 
emphasis on the development of basic and heavy incustries} (3) 
a large expaasiem of employment opportunities and i4) a reduetioEi 
of inequalities in income and wealth and a more even distribution 
of econcffiic power. 

'Wth a view to achieve the above goals, a sum of 
ti3*4|®)0 crores was distributed to be spent cm different heads of 
development as foilowss* 




Allocation in Percait 

i-s* crores of total 

2 3 
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-3>. ^ I I ^ I I ,., -|^-n rmiri i 


ic) other programes 

27 

♦6 

In^a^Ltion, and Power 

913 

2RmQ 

(a) Irrigation 

381 

7*9 

(b) Power 

427 

3*9 

Cc) Flood ccntrol and oth^ proje- 
cts* Investigation etc* 

105 

2*2 



^*5 

Ca) i^arge and l-ledinm Industries 

617 

12*9 

(b) Mineral development 

73 

1*6 

(c) flilage and small Industries 

Transport , ...ami, ...ClffiMiiig.aMSiin, 

200 

ill 

1385 

23*9 

Social Servicea 

3M 

10 .? 

Cl) Sdncatlon 

307 

6*4 

(2) Itealth 

274 

5.7 

(3) Housing 

120 

2*5 

C4) Welfare of back.Jard classes 

91 

1*9 

(5) Social welfare 

29 

0.6 

C6) Labour and labour welfare 

29 

0.6 

(7) Rehabilitation 

90 

1*9 

(3) Special mh&ma relating to 
educated unemployment* 

S 

0*1 



Mieceilaneoua 

99 

2*1 

Total 

-^00 

100*0 


fh9 developmental ejcpendlture of s»4BOO croreSf #»« 
tJionglit to P© spent by tb® Central and the State Ocvermsiajtt 
rcmgiay as «s*2669 crorea and ^*2341 orwes respectively* ftos, 
cait of the total developiaental ontlay of the Flan th® Cantriil 
Ckiveftaiwat*® share ifas over 63 percent* 
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fhe table below shows the distribtation of tiie owtlay 
imder dlfferwt beads of developiaent* separately for the Ceiatre 


and the states* 


He. 

Mmm 


Centre 

iMi&m 

yo^bal 

Agricultural and ccramantty 
development# 

65 

502 

567 

national Kxtension Services 
and Community ProSect* 


1 

1 

Irrigation and Power, 

lOS 

SOB 

913 

Industry and Mining. 

74? 

143 

390 

Transport and CoEaEwnication. 

1203 

132 

liB5 

Social Services, 

396 

549 

945 

Miscellaneous* 

43 

56 

99 

Total 

2559 

2241 

4800 


m the two taules glyan above shw, the following fact® 
are notable * 

1, nearly SO^ of tim total outlay i« accoiaated for «- 
penditure® under the head® of Industry and Mining and Transi»ort 
and CoBWian^catlon®, 

The share of Agriculture and cojamunity developaent in 
the Plan outlay i® csiiy 

3» Irrlgatlm and Power get 19^ of the total outlay* 

4, Against the total allooatlcaa of 18*6^ of the plan» 
tm ^ Mediuia and Large scale industries only* 

5* Fund® alloted for the dweiopment of education fcrm 

only ^ the Plan outlay * 

6* Special schemes relating to educated uneaployawt get 
0*3jS of t»« total* The magnitude 1® notable* 

y* Abort Wti of the total sun alloted for Agricultwal 
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and eowMKity dairelopmeat Is to be spent by state®* 

3 * Regarding expendittires on Irrigation and power alaof 
the laajor portion, i*it* about 33*^ Is in the hands of States* 
i* Desrelopjomt of todmtriesi Eslnteg, transport and 
coiJEjainicatlons which cosEMnds the greatest share out of the Fian, 
falls f« mtnly Into the hands of the Caantre* 

10, Social services are, to a quite extent evenly divided 
among the Centre and the States. 



Hs.^OO crores, when examined in the light of Investments 
of current outlays, dwing the Plan period reveal that roiaghly an 
investment of Hs,3^00 crores was to be made dtirlmg 1966-61. The 
remaining sum of Rs.lOOO crores represented current exp^ditnre 
on development dwing the period. 

Investaent and Current outlay under different heads of 
development over the Plan pericMi were as mentioncsd below s 

Investment Ctirrmt 



gylteu 

. expenditure* 


agrisjuiture and Coiammity 
Development* 

638 

230 

663 

Irrigation and Poser. 

863 

60 

913 

industry and Mining* 

790 

100 

890 

fransport and Communication, 

1336 

50 

135 

Social Service. 

455 

490 

946 

Miscellanecaas. 

19 

80 

99 

fetal 

3800 

1000 

4800 


Investment® under the heads of Irrigation and Power, 
Industry and Mining and Iransport and Cowmoileatitm are remarhahly 


high* 
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In wlm of aehleirlng the aims of the Smond Fiir© I«a** 
flm hQmj &mm \iepe ailoted for detrelopjient of hadnstriesf mining 
transport and ooaimmication etc* This# «?as ’rismiisedf wonXd 
he of great help in improving India*© foreign csxchang© positicaii 
raising the Hational income tinder the industries of noB'-agrictil- 
tnrai origin# improving eaplosmiait op|x>rtTinltiec and wringing more 
of the eccnofflic power Into the hands of pnOilc* 

Though# huge sums wero ailoted for the deveiopia^t of 
heairy Industries iuid transport etc## the iraportjnwe of agriculture 
was not to be Ignored# The Plan was said tt be * non-rigid* • It 
was emphasised that# ”th® targets of t^rlcultural production pro- 
posed in the Plan will need to be stepped up to offset the Infla- 

„1 

tionary pressure associated with a period of rapid dereiopment# 
Besides the Inrestment of Ks#^00 crores by the public 
authorities wer a period of five years# it is escpected that the 
ley el of private inrestmeats ever the Beccaid Plan period is likely 
to be Rs#3400 crores# ®bis will bring the total investin^it In the 
econou^ to Ks*6200 crores# and the ratio of investments by the 
public and the private sectors will be roughly as 61*39# 

Revision. .of the...i5ecmd Five l etffi I!, toll 

Cn the ard and 4th l*Jay# 1968# a iMeting of the j&iaticKtal 

Development Council was held to caasider the quest Icn of the total 
outlay of the Becond Flan# in the light of experi^sces and achieve- 
ffl^ts made till that time* 

It was agreed that continuous strain <» both internal 
and esct<«raal resources was being felt# Prices had begun to rise 

/ 1. Governwat of India, P«hll«atlons Divislcaii Our Becend 

Five Year Plaa| 4# 
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before the oowcMfe'aent of the iioeond Bila had increa- 

sed the cost of the Plan itself, besides, there '.ler© aweraX 
other factors p/hlch raade the revision of the Flan necessary* 

thm for thw reason of increased costs of different pro* 
3ectS| it was thoiaght that finaTiclai outlay required to fulfil the 
Plan would also increase largely, dut it was decided to keep the 
total outlay of the Plan, in financial terms, to Rs,4300 crores. 
This necessitated a re-aiiocatio:i of outlays between the aaior 
heads of developmait as follcasi 



Centre 

states + 
l^lon te- 
pritorlgs 

Total 

Percentage 
of total 

1, Agriculture and Cohmu- 
nity Development 

65 

603 

663 

11.8 

2, Irrigation and Power 

00 

770 

360 

17*9 

3* Fillage and Siaall In- 
dustries 

60 

140 

200 

4,2 

4* Industry and Minerals 

S57 

23 

380 

3B.4 

S, transport d Cowmmlca- 
ticaa 

U7S 

170 

1345 

28.0 

e, fcioclal Slices 

321 

eus£> 

863 

3;$#0 

7* Mlscelianeois 

37 

47 

C$4 

1*7 

Total 

2593 

2207 

4300 

100,00 


Eevieed outlays ailoted R 8*190 or ores luore to Induatrles 
and Minerals and m equal amount was cut down in small parts from 
the remaining hojais, 

fhls clearly re-emphasised the importance of Industria- 
Xisstion undi^ the Seodnd Plan# 

'll 

fhm again, it ms decided to dlrlde the Plan outlay of 
Es*4800 crores into two parts* Part A of the Plan, with an outlsQr 
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of Hs,4500 ororesj i.«hich| it « 3 as agreed, will inoX«d@ **|je»lde« pro* 
Jects and peog3*imma directly related to increase In agrlonltnral 

C OTC 

prodnetlotti projects* and projects which haire reassiied ad* 

wmmd and other inescapable schemes, fhe remaining achmm& 

were to be tocinded in Part B of the Plan with a total outlay of 
Hs*300 ercafes. Thus, it was a derico to catagorie© scheiaes of 
primary and secondary Iwportimc© as Part A and B of the Plan res- 
pectlvely. 

Rs*4S00 cpcresj total outlay on the Part a of the Plan 

1 

WAS dlstrlouted on different heads of derelopramt as folloi;«s» 




Outlay 
Total on 
Part A of 



Centre 


Perc«Eitage 
of the 
total 

1# 

i^riculture & Community 
Dereiopiaint 

510 

64 

656 

11.3 

2# 

Hrlgati^m and Fewer 

320 

60 

757 

18#2 

3# 

yiilage and ..a .Industry 

160 

65 

105 

3.6 

4# 

industries d I4inerals 

790 

776 

IS 

17.5 

5# 

Transport & coarawnicution 

1040 

1177 

163 

29,3 

6# 

Social Senrices 

810 

39B 

512 

18.0 

7. 

Miscellaneous 

70 

30 

40 

1.6 


Total 

4500 

2452 

2043 

100,00 


fhe part a of the Second Vl^e Year Plan confiriied the 
mmtmaiB m industries and Transport and Communications etc# 
i^mLl .smtlaatt 

Actual figures a?aii»hl© for 1966-*©7 and 1957*58, rwlsed 
estliaatea for 1968-59 and the budget ©stlmatefi for the year 1959*60 

/ i, Qweramwst of India, Planning Cwnralssloni Re*app?aisal of 

th@ Second Fiir® Year Plani Pages S3*S6» 
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reirealed tJiat a&out Rs*3U60 crores spent on deveZopiwat during the 
First Ponr fears of the iiecond Five Year Plan* The yearly expen** 
ditiares were Rs.G4i crores (actnali* ils*3C3 crores (actualj? 
Hs.1064 crores and respectively. 

Yearly breakdodn of outlay during the First four years 
of the .‘-second Five Year Planj under niajor heads of development is 
given aelows 

1966-S7 105?-S.i l^aj-430 lUGO-CiO Total Percentage 





ti # 


56 **6(5 

of total. 

iigricuifcure and 
Community develop- 
ment 

67 

67 



410 

11.5 

Irrigatlai « Po^er 

16S 

isa 

171 

3B2 

666 

13.2 

1, flllage k Small 2hd* 

28 

33 

41 

44 

146 

4.0 

i. Industry & Mining 

75 

194 

257 

109 

726 

39,7 

i, Transport & Qomi . 

216 

270 

204 

232 

1062 

29,0 

i, s, iservice 

S6 

103 

153 

217 

560 

1S.6 

l4isceilaneous 

14 

10 

20 

26 

73 

2,0 

Total 

641 

363 

1064 

1092 

3660 

100.0 


The pattern of expenditure on the dovelopcjont heads is very nearly 
and satisfactorily similar to that of the expenditure pattern given 
for the part A of the oecond Five Year Plan, 

Yearly outlays during these years also shovi a steacSy step 
of expwiditure on developmental works. 

The expected pattern of outlay di,'’ring the Second Five 
years plan as a «rhole,a8 recently estimated^ is given eeiois 
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Outlay during 
1956-61 

Percentage 

1# • and C«D« 

630 

H 

Irr* and Power 

ms 

10 

3» 1fiH# and fc>#Ind* 

1?6 

4 

4* Ind* tjxd iitnerul 

900 

20 

5, ’f. isind Goi'i, 

1300 

23 

6# H. .‘•ier-'/ice® 

330 

IS 

Total 

4000 

ICO 


'£he Jibcfve pattern of escponditnre also cios©4.y tallies 
^sith tile Oeeiraa pattern of eiEpenaitnre during tiie i^econd Five 
Year Flan, 




o r _P,.li:iafig,tog...tfoe PXar^ . 

.s;*4|300 crores feqiaired for financing the Second Five 
•fear Piani iVore initially thon/jht to be r^iaed according to the 
folio»jing aciieEio • 


!♦ SisETplnses from current rortmiiee 800 

a* At exlating ratea of taxation (55-S6) 360 

h* Additional Income Ftot now tuxes 460 

2. Public borr agings ISOO 

Urn MarKet UJons 700 

b. Small Savings 500 

3« Other budgetary soiffcea 400 

a* Haily^ys* contribution to ISO 

derelopiiaent prograEsaes 

b« Proifldent funds and other heads of deposits 260 

4* External rosourcos 300 

6» Deficit Finai«2ing 3200 

6* Gap to b© coTOred by iaobiiislng more 400 

domestic resources 

TDfrtL 4m0 


It yas estimated that a sum of -->*350 crores «ouid be 
made avallabl®f out of the current revenues of the Gwermtwnt, 
over the five T or period* desidesf on the basis of the 
rmommdutiam of the Ta^atlcm Enq^^iry Coraiilseiai (1963-64) i It 
wm assumed that another sum of *3*460 crores »uld be raised by 
imposing nen and additional taxes, Kew taxation sclieae was to 
begin with beglnlng of the Second Plan. 
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fiie Centr® and tlie iitat© Cto’/ernaents mm exi^cted 
to raise i<iml aiaomts bj ivay of additional taxation* 

Targets for pndllc "aorro.'iJings ivcre dased on tl3# 
optlslOT} aoqnired by cxporionclng a very favourable responi 
froa public towards this source* during the First Plan* 

Cmtributlon of '.iallways towards devexopB»nt was 
placed at --,150 crores, vihlch w«,s a reasonaoie expectation* 

During the First Five Year Plan* Haliviays contributed i.«*116 
crores. in vie.i of the results of the First Plani in tMo 
ccnnection* expectation 3n the iiecond Plan 4vas not high* desidesf 
rise in the Inceaae of Railways was bound to follow the rise in 
national income during the Flan period. 

Coming to the share of iixternal assistancei a sum of 
over ia*100 crores was already avallidsl® in form of unutilised 
external assistance received faring the First Plan period* 
iiesldesi as a result of agreements with the International danK 
and many other countriesi India expected wholehearted support. 

Yet* those resources financed only two third of the 
proposed Plan. & gap of aa*1600 crores remained uncovered* 
iiesidesi it was agreed that deficit financing could* under no 
circumstanc®#| be advised to cross « i .*1200 croresi which included 
iS*200 crores obtainable by drawing down the sterling balances* 

This left an uncovered gap of *kS,400 crores* It wus 
said that the gap was to be covered by further mobilising external 
assistance as far as possible and raising more of internal 
resources* 

Total receipts of the Central and State Governments 
over the five year period (1966-61) were estimated at ia*6000 
creres* These estiaiates wore based cm the basis of rates preva- 
l«at in 1956-66* 0|,t of these receipts the ncm-developmentiil 
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eXi^eMlture and th® mlntenaiic® ccspendit'ore iroder tli» dawlop** 
mental heads was competed around a:, 4,6SK) crores* This gave a 
sound expeetation that the balance or surplus of the receipts 
and the expenditure l.e# -^.SSO crores will be aisde available 
totsarda the Plan expenditure during 1956-61* 

..FJmi.ic.ing the Plip^. 

By th© end of the year 1959-60 it ms ostimted that 

the outlay tiUi'lng the first four y^;urs of the ;ioc«id Plan will 

come around ..4J*3,600 crores* Ui these estiiaates the oreak up of 

1 

the Plan expenditure during 1956-60 was as given below «- 

1^5 Cvor€S, 



msm 

mzM 

58-59 


(iinticlpated) 

Plan outlay 

641 

363 

1064 

1092 

3660 

Domestic budgetary 
resources 

364 

320 

536 

513 

1733 

External msistum® 

33 

47 

260 

337 

632 

Total resources 

402 

367 

796 

350 

8416 

Deficit financing 

239 

496 

268 

242 

1246 


It might be restated i^re that the original scheme of 
financing the Second Plan proposed deficit financing of ctily 
*s*lj200 crores over the five yvar period, hut the concentration 
of deficits during the first two years left little scope for 
deficit financing dtaJng the later years. Though the above 
estimates show that the five year limit for deficit financing wm 
(WPossed only in four years but the latter estimates show that lo® 
deficits during the last three years icept its total magnitude ' 
far below th# target* Deficits during 1968-59 and 19S9-60 were 
^369 crores and t^l58 crores respectively and according to the 
revised estlmateSf deficit during 1960-61 was 126 crores. 
These figures give the total deficit financing of .^*1168 crores. 
But total <teficlt financing during 59^1 has no® be«a estimated 
et a*948 crores* 
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iiccsordlug to latest estinates the ecperiditiar® of the 
iieoond Plan totiullug .3,4,600 cr-ores )S« 4 S financed in tlie folio®* 
iiig oMeii- 

ag»-.SrgM 


1* |teilajQce tpom current revenues - SO 

Con the basis of existing, SS*S6 
taxation) 

2* Contribution of Railways 160 

3. i^ans from the Public (net) 780 

4* Small Savings (net) 400 

6* Provident tmds (net) steel equalisation 2®5 

funds (netj and oaxance of miseexlaneous 
capital receipts over ncn-Pian disbursements 

6 m Aadltional Taxation including measures to 10S2 

increase surpluses of public enterprise 

7, Budgetary receipts corresponding to 1000 

external assistance 

8, Deficit Financing 043 

TLtiiL 4600 


Xte 

Revenue resources of the Centre and tb® states vnere 
expected to finance a ema of .a,800 crores ever the second Plan 
period* A sum of it£,360 crores ®as expected to be saved fres® 
the receipts of the Governmimts at the rates p^maCLmt during 
1066*66 and remaining .^,450 crores ma expected to be raised 
by new t.JEos olid by increasing the rates of some of the old taxes* 
But, us it has alreaay been mentioned, an additional sum of .'X*50 
crores was spent by the Governments on ncn-Pion heads against 
the expectation of eavingKS*360 crores out of the current revenues 
at the 1966*66 rate of taxatic®. Rise in non-deveiopment mfmti* 

^1, Curwaw «ndl Plnanee report for 1960-61, Page 79. Details 
frcaa Mia 1962| Pag® 2B2* 
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©s^enditure is ofevlously responslM® for the loss of ahotit 65*400 
crores, 

Mai.li,.T.a?:f,s at the Centre. 

looking at the revenue and escpendltur© budgets of the 
Gcvemaent of India, it can be noticed that custcms^tlnion excise 
duties and taxes on income a0.on© are responsible for more thiei 
thr© 0 « fourth of its total resources* Hecelpts on account of 
custom duties have been more or less stationary* Contribution 
from Onion excise duties rose steadily ^th the total revenue* 

Its share in the total revenue remaining the same l*e* around 
42^. But receipts from the income tax have shown a marked decli- 
ning tendency during the last three years of the second Five Year 
Plan* Its share declining fttm ft*172*01 crores in 19S8-S9 to 
Sr*142*86 crores in 1969-60 and then again to 1!';*127*50 crores In 
1960-61 <B*B#)# The declining tendency is further confirmed by 
the budget estimates for receipts from x income tax during 1^V62, 
being put at 1^.133 crores* 

Several other importucnt tasea are levied by the Centre, 
They are - Corporation tax, Bstate duty, tfealth tax, Hallway 
Passenger far© tax, expenditure tax, Gift tax, opium tax etc* 

Tax revenue forms a very important part of total reeouiv 
ces of the centre* Total revenue laid tax revenue of the Centre 
are detailed belowi- 

§kS2. fe..*.CgQrea 

H*H* 

Total 406*86 481*19 663,23 673.38 670,21 778*69 828,24 
Bevenue 

Tax 367*00 4U.47 493*76 676,33 663,06 642*44 686,19 

Bevenue 

Tax Beve- 88 86,6 87*7 86 79 83 82,7 

nue as per- 
centage of 
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Taxation by the .qtatc>fi - 

Percentage of States* revomie raised as tax@s i« far 
too low as coopared to that of the Centre, It comes aronnd 64 
per cent or so in the case of States against as high as 90 per 
cent or so at the Centre, 

Itotal revenue of the States and the share of tax revenu® 
therein are being given belowt- 



51-52 

56-56 
-B.E. 

66-57 

67-68 

58-59 

59-60 

60-61 

Pal* 

Total 

revenue 

396,40 

546,31 670*66 

711,71 

812.69 

906,09 

1010.76 

Tax 

revenue 

281.05 

349,53 

366.73 

471,98 

637.06 

677.42 606,90 

Tax revenue 71 
as percentage 
of total revenue 

64 

64.3 

66.5 

66 

63,6 

69,9 


Over 601 of the total tax revenue of the States is raised 
by way of taxes dn commodities and services. Other lisportfflit taxes 
are taxes on property and capital transat?t 1 ons| and the share of 
income tax. 

Additional Taxation , 

It was aimed to raise a anm of P:,460 erores over the five 
year period by raising the rates of some of the existing taxes and 
by levying new taxes. This estimate and the efforts to achieve 
this target was based on recommendations of the Taxation Enquiry 
Commtission 1963-64, 

In the year 1966-67, a number of tax changes were made 
at the Centre, much along the lines suggested by the Taxation 
Enquiry Commission. Again in 1956 (sept<wb®r) new tax measures 
were adopted to raise more revenue. These tsoces were eaqjected to 
yield 15.66 erores during 1966-67 and about fc.81 erores during the 
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full year. 


The following table gives a 

brief account of the estimates 

of yield from measures of additional taxation adopted at the 

Centre in 1966-S7i^ 

Yield in 
1966* 67 
?f* Crore.g,.. 

Yield in a 
full year 

Crores 

A,M©asures included in the budget 
for 1966*67 



1. Inccs e tax and Corporation tax 

9*6 

9,6 

2. Changes in import duties 

1.0 

1.0 

3. Reduction In import duties 

- 1.0 

- 1.0 

4* Excise duties 

24.9 

24.9 

6. Changes in postal rates 

1.0 

1.0 

Total A 

35.6 

36*6 

B. Measures adopted in Rept, 1966 



Increase in rates of Excise duty- 
on cloth 

16.6 

27.0 

C, Measures announced in Hov, 1956 

3.0 

16.0 

P, Changes In export duties during 
the year 

Grand Total 

1.0 

3.0 

65.0 

21.6 


Measures included In the Union budget for 1966-67| for 
additional taa:ation ¥®re - 

1,“ Income and Corporation tax idilch Included - 

a. Increase in Super tax 

b. Tax on registered firms 

c* Mltbdraval of tax rebate in respect of undistributed 
piofits of companiesi super tax on dividends declared 
in excess of 6 percent, tax on bonus issued md, other 
changes in corporation tax etc* 

2* Import and export duties were changed. 


1, Appraisal and Prospects of the second Wire Year Plmi 
Annexure I?| Page 33* 
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3, Excise (Siities were increased on • 

a. Cotton cloth 

b. ?egetable non-essential oils 

c. Diesel oils and other fhel oils 

d* Art silk, fabrics, soap and straw boards. 

4* Chang© of postal rates 

5. Further Increase of excise duty on cotton cloth (in 
fneptmiber, 1966) 

6* Capital Gains tax, additional super tax on dividends 
declared in excess of 10 percent, higher imnort and 
excise duties on certain items. Increase in stamp 
duties in bills of exchange etc. (accouneed in 
Hovember, 1956) , 

Additional taxation measures announced by the Centre 
in 1967-68 proposed to raise P;,79,6 crores in 1967-68 and about 
98.4 crores during the one full yea r - 
Measures were to - 

1. Lower the tax free limit in respect of ine<M® tax 

2. Chedc tax evasions 

3* Make changes in tax on ccaananies 

4, Levy a tax on wealth 

6, False import duty on several Items 

6, Increase excise duty on motor spirit, refined and in- 
sp&eifi<t diesel oil, ceaent. steel ingots, sugar, 
vegetable oils, tobacco, matches, pa^er etc. 

7, Introduce railway passenger fare tax 

8, Make change in the postal rates 

9, Introduce expenditure tax* 

on the other hand s«e redactions were also announced 


in respect of few excise and import duties. IMs may also be 
mentioned that over 60< of the eaqiected yield through additional 
taxation during 1967-68 was to cm® from increase in excise duties. 
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In 1958-69, Gift tax was introduced emd excise duties on 
cement were raised, Additional taxation in the year were only 
nominal. In all a snm of Pr,6,3 crores was expected to b® raised 
throngh these measnres, 

Again additional taxation measures were adopted in the 
year 1969-60 to produce r%23,35 crores, during that year. Measures 
inrolred - 

1, Mse in duty on refined diesel oil and rapourlslng 
oil from 4C nP, to 80 np, per imperial gallon, 

5, Increase In duty on low speed diesel oil. 

3, Increase in duty on art silk, motor vehi cle tyres, 
rayon yam and staple fibre. 

4, Fxcis© duty on Khandsari sugar, cigarettes, 

6, Increase in wealth tax. 

Then in 1960-61 indirect taxation was farther increased 
and it was expected to produce a sirni of 1^,23,53 crores, 

Hew excise duties on Aluminium, Cycle parts. Internal 
combustion engines, electric motors, exposed cinsraatogr^h fUms, 
tin plates, pig iron and silk fibres were Introduced, 

Custcaa duties on Alcoholic liipiors and several other items 
were raised. 

Railway freight was increased by 5 percent. 

It was estimated that the agreegate yield over five years 
from the measures of ad'’itional taxation adopted by the CentrsOL 
Government during the first three years will be rotind F",726 crores 
Final estimates show that the receipts on account of additional 
taxation have totalled ir.lOSS crores against the target of l!r,860 
crores, 

/ 

1, Appraisal aaad Prospects of Second Five Year Plan, 
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AMiM..i?aa3... Taxation bv the States . 


Measures of additional taxation by the States were 
mainly • 

1* Increase in general Sales tax 

2* State excise duties 

3, 'Igri cultural income tax 

4, land reventie and irrigation rates 

5, Betterment levy 

6, electricity rates and duties 

7* Tax on motor vehicles and passengers and goods 

8, Tax on motor spirit and diesel oil 

9* Stamp duties and registration etc* 

Increase in general sales tax produced nearly 50 percant 
yield of the total receipts of the adiitional taxation measures 
by the States. 

The table below gives annual yields through additional 
taxation measures by the States during the first three years of 
the Second Five Tear Plani- 


Tear 

•rieia in s?, 

1966-67 

8*7 

1967-68 

24,3 

1968-69 

46.3 

Total for the 

three years 79*3 


Tield ea^ected during 1966*61, frcmi additional taxation 
measures adopted by the States ^ring 1966*69 was Ir-. 172*9 crorts* 
This was against the original five year target of ?r*225 crores* 

The following table gives the measures of additional taxa* 
tion adopted during the first three years of the Plan, along with 
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their ejqjected yields over five years 
targets - 

and their respective 

Measures adop- 
ted during 
19S6-69. 

yields expect- 
ed from measu- 
res adopted 
during 60-69. 

Targets sug* 
gested in 
the Plan. 

1# General fiales Tax 

39.6 

83,2 

112,0 

2, Tax on motor spirit 
and diesel oil 

'".9 

7.C 

37.0 

3* Land revenue ) 

) 

4# Irrigation rates ' 

4.0 

9.0 

11.0 

S» Betterment Levy 

0.8 

2.2 

16.0 

6. Agricultural income 
tax 

3,3 

7.5 

Xo# V 

7. Electricity rates and 
duties 

3.4 

8,4 

6,0 

8# Tax on motor vehicles, 
passengers and goods 

6.3 

13.1 

10,0 

9# Staap duties and 
registration etc. 

1.2 

3.0 

4,0 

10* State excise duties 

1.8 

3,6 


11. Others 

17.0 

35.3 

17.0 

TOTAL 

79,0 

172.9 

226,0 


liilMam* mnmmtirn . 

It was estiiaated that railways* coatrlfeutlon towards 
the plmmed development orograosies, during the first three years 
of the Second Plan was of the order of Ps^lSS croros* latest 
estimates have revealed that railways contrlhatea &,160 crores 
over the five year period# 

gg|giaa..JgglitlM&g« 

With • carry-over of is#l®3 crores from the first Plan, 
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total foreign assistance available for the fseeoni Plan c«e to 
Br*2|457 crores, of which i-.ljOOO crores was in the fora of loans 
while P,L, 480 and 666 and third conntry cnrrency assistance 
programes of the accounted for p5* 1,143 crores, remaining 

Fr.,2S4 was received as grants* 

F.stlaated utilisation of foreign assistance during the 
Second Plan period amounted to 1,467 crores, leaving a carry 
over of ir, 1,296 crores (including the amounts authorised during 
the Second Plan period for the Third Plan projects) for use 
after March 1961* 

out of F-# 1,467 crores, the external assistance utilised 
during the Second plan period, P* 1,090 crores were utilised by 
the public sector and the remainli^ T *377 crores by the private 
sector. 

The following table gives the details of external 
assistance authorised and utilised during the Second Wve Year 
Plan period^ - 


/ 


1* Currency and Finance leport 1960-61. Pag# 108. 
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It is notable that about 60 percent of the available 
external assistance remained unutilised* 

ghtall Savings , 

19S6>.57t In order to encourage the States to mobilise 
small savings a formula was deviced whereby each State was givsti, 
as loanSf 25 percent of the average net collection In the State 
for the three years 19S3-S4 to 1965-56 plus SO percent of the 
excess over this average* According to this scheme if* *19 crores 
were given to States as loans during 1956-67. 

Ih. 61 crores were raised as small savings during the 
year 1966-57. 

1957-591 In June 1957| Interest rates on various items 
of small savings were raised. Subsequently, the yield on annuity 
certificates was also Increased. Internal agents were appointed 
both by Goverim^it and non-Ck)vem®ent institutions for securing 
regular investments from their fellow employees through organised 
small savings groups# A scheme of gift coupons available in 
denominations of B.S, h.lO, h.60, tt.lOO, 5". 1000 (exchangeable in 
IS- year latlonal Plan Certificates), was introduced with effect 
frcaa July 1, 1967, 

In order to give greater Incentive to States the formula 
of giving loims to States was libralised. States were given laons 
equal to two thirds of the net collections in their areas* 

fe.69 crores were raised as small savings during the 
year 1967-68. 

1958^.59a. To revive the popularity of the postal savings 
banks (1) the facility of withdrawal by cheques, which was first 
tried out as an experlrntmti. in Bombay in 1966-67, was extended to 
other selected post offices} (2) the facility of M- weekly 



140 


withdrawals was introduced In all post offices doing sairing hai& 
bnsinessi (3) with effect frcm January 1, WS9 the isaadmtim itoit 
of invesiaent in 12 year national plan Havings Certiflcat®* was 
raised from 1.^60 thousand to ^.1 lakh in the case of chailtafele 
institutions and frc» Pr,lS,000 to >,26,000 in the case of haaits. 
Incorporated ccmnanles and registered ‘Hms, 

Cumulative time deposit Schcm© was introduced from 
J anuary 2, 1959, The schrae provides for monthly deposits for a 
five or ten year period repayable at the end of th© period with 
compound interest yielding a return of 3.3 percent per annum for 
6 year account and of 3,8 percent p'^r annum for 3j0 year account* 

Th© maximm limits for individuals are pi,200 per month in a five 
year account, and t?,ioo por month in a 10 year account, the limits 
for accounts being double of those for single accounts, 

Th© accounts could be opened In denominations of P'^,10, rf,20, 
P5,60, ?r,100, and Bs.SOO, 

In order to provide greater incentive to th© States, 
they were authorised to retain their entire market borrowings and 
In addition got two thirds of the net collections from small 
mvinga in their areas# 

t*i,79 crores were raised as small savings during ths 
year 1968-69. 

1959-601 A new pay-roll scheme was introduced for the 
aaployees in large establishments, factories etc, providing for 
deductions to be made from the wages, with the consent of the 
meployees for investment in small savings, Mployees were allowed 
a ctwaission of 1 percent for deposits in lational Plan Certificates 
and f percent for Treasury Savings Deposit Certificates to meet the 
<K»«t of wllectlon etc. The limit of Bs,60|CKXJ for Investments of 
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balances of pijovident f^ncl in Treasury Savings Deposit certificates 
was TOTovefi in July 19S9* Scheduled and Cooperative Banks were 
authorised to receive subscriptions for the Treasury Savings 
Deposit Certificates on a brokerage of 12 nip* percent frosi Octobar 
li 1959* 16- year tenuity Gertitleates with a new dencraination of 

? *1330 securing a monthly papient of ''•10 for IS years was intro- 
duced from January 9, I960* 

Receipts on account of small savings totalled P,83 
crores in 1959-60, 

1960-61t During the year it was decided to allow a 
coHiHiission of jr percent on investments in fSuaiulative Tim© Deposit 
Accounts through Pay Roll Savings scheme. In order to encourage 
the retention of lac^tional Savings Certificates and the percent 
Treasury Savings Deposit Certificates after maturity, it was 
decided to allow an interest of 3|- percent per annua for ea<^ 
completed year for which the certificates remain un- encashed after 
maturity, subject to a maxlrauia period of five years. Further in 
order to encourage the re-investment of the maturing 3f perctet 
Treasury Savings Deposit Certificates, it was decided to accept 
them in lieu of cash for investment in the 4 percent Treasury 
Ravings D^osit Certificates, Hew rules were promulgated on August 
1, 1960, according to whi investors could make ncminations to 
receive aaounts due to th«, in the event of their death. The 
reules relating to the Cumulative Tim© Deposit Accounts were 
amended In lovasber 1960, to provide for the imaediate pajraient of 
the surrender value to the heirs In the event of the death of ttus 
depositor in the case of a single account and to the survivor in the 
case of joint account, Tt was also decided to set on© model 
district In each Rtate with a view to experiment new methods for 
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ftm problem of resources is basic to tb® whole qiaestlcaa 
of pluming* auccess of planning, greatly depends on the aval- 
laoiiity of resources, ilagnltude and the siae of Plans is de- 
ter.alned and should uitsays be deteriulned in the xight of the 
availability of resources* 

Resources of a developing country can broadly be divi- 
ded Into two heads, that are - 

jDomestic reso rces| and 
(2i iixteriial resources. 

In India, public funds ure raised and disbursed by more 
than one public authority. The Constitution of India is quasi- 
federal in its eharacter. There arc three types of governments, 
authorised to raise and disburse funds* These are the union 
(also called the Central} Cfovemment, ;^tate uovernments and the 
Local Governments, dut the projects mder taken by Local Ctovern- 
ments are not included in the plans because they are totally the 
parts of the respective dtate Governments and the Constitution 
also does not take any notice regarding their powers. Thus, 
according to the Constitution and in view of the scheme of finan- 
cing the plans, <aily two, the Lnlon and the 3tate govern»nta 
are Important. The powers of administration as well as the 

Ji,iv\<ied. 

swrces of revenue are^ ^declded between the tinlon and the State 
governments, 

State tkrremmmts are authorised (mainly) to raise 
follwSng taxes^ which are subject to certain provisions laid 
down in the Ccmstitutioni 

Const ituticai of Indiai ocheduie ?II - List II* 
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(1^ Taao&a on agrictaitnral Incoaefij* 

i2) Dntiis in respect of agricui-turtiX lands. 

(3i Estate duty In respect of agriciiltnral land* 
i4i Taxes on xands and Pnildlngs, 

{&} Taxes on mineral rights* 

(6) Excise duties on the follovilng goods mnnfactwred or 
produced in the state and comter railing duties at the saae or 
loaer rates on slmiiitof goods laanufactured or oroduoed elsewhere 
in India; 

(ai iilcoholic liquors for humii consumption* 

(O) Opiumi Indian hemp oiid other narcotic drtags 
and narcotics - 

hut not Including medical or toilet preparations con- 
taining alcohol or any other substance included in sub-paragranh 
Cb) of this entry* 

il) Taxes on the entry of goods into a local area for con- 
sumption, use or sale therein* 

(8Ji Taxes cn consumption or sale of electricity. 

(9) faxes on sale and purchase of goods otlier than news- 
papers. 

(10) Taxes on advertisements other than advertisements pub- 
lished in newspapers. 

(11) Taxes m goods and passengers carried by roads or cm 
inland waterways* 

ilZ) Taxes mi veliicles* 

(13) Taxes on arilraals and boats. 

(14) Toil. 

(15) Taxes on professions, trades, callings and eoploytowats . 

(16) Capitation tax* 
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il7) fsxe^n tvtxwtl&Sf incxMliig tuxes on eritertalncBjentSp 
aawjseiflentsi bettteg and guiaailng# 

fli© kitan GovernHMit is unthorlsed to raise folioning 

taxes^- 

(3.^ 1?axes on incojae other than ugrlcuitisrai lriCOJ» (lolled 
on the net Income of ull IndividnuiSi Joint Hindu fusailiesf tm- 
reglstered firms arid other associations of persons)* 

(2) Duties of custom inciudlng export duties* 

(3) Duties of excise on tobacco arid other goods sianufac- 
tured or produced in IndlUf except on goods given in the State 
list* 

(4) Corporation tax, 

(5) faxes m the capital value of the assets (excluding 
agricultural land of Individuals and cocipanles)^ canitul of 
companies* 

(6) Estate duty in respect of property other than agricul- 
tural land, 

(7) Duties tsi respect of succession tc property other than 
agricirltural land* 

(3) fermiriai taxes on gocxis or paar^ioigerB carried oy rail- 
way, sea or alrj taxe.‘: m railway fares and freights, 

(9) Taxes other than stamp dirties on transactions In stock 
exchanges and futtrre Wirketa, 

(10) Rates of stomp duty in respect of bills of exchange, 
cheques, ppomissory notes, bills of lending, letters of credit, 
policies of insurance, transfer of shiures, debentures, proxies 
and receipts* 

(11) Taxes opi sale or purchase of newspapers and advartise- 

mants pa>lished therein* 

/"l, '“constitution ' ^ lodial iiehedule ?H • list I* 
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(12) Tax«s m the sale op prurchuse of goods other than news- 
papers | iher© swth sale or purchase takes place In the conra® of* 
Inter —state trad© or conMerce* 

IJhus, It is noticed that though the states hare be«i 
rested with fairly wide tax^ powers, the residual powers are left 
to the hnion* 

According to the provisions mde in the Constitution no 
tax can be levied or collected except by the authority of law, 
no expenditure can be Incurrec^ fro”! the public funds except in 
the manner provided by the Constitution and, the executive 4utho- 
rltles must spaad public money only in the 'jarjier sanctioned by 
Parliament* 

besides the sources of revenue of the bnlon Ctoverniaent 
menticiied earlier the revenue from the two new taxes m wealth 
and expenditure introduced from the year 19S7-Sf3 and tax on Gifts 
introduced from the year 1950-59, and profits transferred fp<M 
the Eeserve dank, go to the Centre* Ket profits earned by the 
railways and post and telegraphs also ccmtrlbute to the general 
revenue of the Centre* 

Central Ckavernment gives a share also, to the titate 
governments o«t of their incomes through taxes of iacoaiesi Cen- 
tral excise and e®tate duties and taxes m railway fares* The 
rat® of sharing Is predetermined* 

Thus besides the sources of revenue of the State® ms 
aienti<med earliis^f there is also their share in the Union ineoate 
tax revenue, Mm excise duties and the tax m railwaya fares 
that is raised by the Central Ctovernmsnt* These share® foria a 
©cnsideriibl# part of the revenue of Jitates* apart froo the 
mmrees of state revenues given above are, civil works and state 
undertakSisgsi civil administration and grants received from the 
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Centre* Land rerennef suies tax, state excise dufej?-, regls^atlon 
and stMip duties and shares of Income tax and Central excise 
duties constitute about 3^ of the tax revenue and more than heJUf 
of the total revenue receipts of the States* 

jphe Constitution also provides definite rules regard- 
ing the raising and the disbtirceinent of r€*venues* l^ere are 
taxes 'Which are tc bo levied by the Central Govornment but collec- 
ted by States, Similarly there are taxes vdilch are levied by the 
States but colxected by the Centre, iilso there are taxes which 
are levied by a certain government but appropriated to the other 
or assigned to the other# There are also taxes that are levied 
by the Central Qovema«it and divided sjaong the Centre and the 
States or according to the provision, might be divided between 
the Centre and the States, For ealMiple the inccmie tax (excluding 
the taxes on immm of the Union Government employees, corpora- 
tion tax and the surcharge on income tax) is to be levied and 
coUected by the Union but it is to be distributed aiaong the 
Centre and the state Governiaents in a predetermined manner, s<xie 
taxes, as successicaa and estate duties on properties other than 
agricultural land, and taxes on tlmt sale and purchase of news- 
papers are levied and collected by the Union but are assigned to 
States, ll(«Kt, the Union excise duties are levied and collected 
by the Central Government but they imy ue distributed among the 
CfWtttre and "Kbe i)tates. Till recently, the prwstlce was to dis- 
tribute the excise duties on tdbiacao, matches and vegetable pro- 
ducts but lately excise duties on tea, coffee, sugar, paper and 
vegetable non-essential oils are also being ihared by the States* 
also are taxes llhe stamp duties and excise duties on medi- 

cal and^ilet preparations which, though levied by the Centre is 
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to be apiroprtated to the States. 

Besides, savings from tlie cwrreat r&vmmia of tJie Cm* 
tro and States In order to f inane® the developaiental mpm* 
ditnre mader the Plans, laneh reliance was made caa the capital re- 
Sonrees of the Ctoverniaents. Orer the period of the First Piaii 
a avm of RsmSBO crores (net) was expected to be raised through 
internal loans, smll savings, deposits and funds and other mis- 
cellaneous sources of x‘ecei}jta. hot yield through these sources 
during the year 1950-51 was expected to be Rs#61 crores (exclu- 
ding Rs.i6 crores worth of extraordinary receipts). The target 

on this accoxmt during the First Five Year Plan ueant on an ave- 

1 

rag® a rise of about Rs*43 crores per annum. 

It has been estimated that durii’tg the First Flan period 
loans from the public contributed Rag20S crores (net), small 
saving® contributed Rs*304 crores (net) and another Rs#91 crores 
(net) were raised through other miscellaneous soiarces of capital 
receipts* That, In all, pliiced the net caitributlons of the in- 
ternal capital receipts of the Central Ckjvernment and that of 
States at Rs.600 crores, that was Hs.aO crores above the target* 

Favourable respon|t from the public in this respect, re- 
vealed scop® for greater exploltaticm and Iwuxse, a sum of Rs*1460 
crores was aimed to be mobilised through these resource® during 
the Second Plan period. This included Hs.700 crores from' market 
loans, Rs#S00 crores frw «iall savings and Ra,250 crores from 
Provident Funds and other deposit', heads. This seemed, too asdai- 
tious a taafget# This meant an average rise of Hs*2B6 crores per 
i|nmm cTveT th« sveTage receipts during the First Plan cn this 

^ I*' The Problems of Kccnomic Develoimenti Govcraiaeat of 

India Planning C«awls®ionf Page 54* 
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accotmt, 

The list oi* the interest bearing oiiilgations (In India) 
of the Swernment of India are gir'en beiows 
PnbXic Debt *• (X) ijOans* 

(S) Treastiry bills, 
brapNefiaaded Debt -Cl) Service funds. 

(2) 10-year treasury saviiigs deposits certifica- 
tes* 

(3) Post office savti’f,8 bank deixsslts. 

(4) 12-year Baticmal Plan navin^s certificates. 

(5) Cunmlatlve time deiKiSlts. 

(6) !latlonal savlnf?s certificates. 

(7) 10-year national plan certificates. 

(8) btate provident funds. 

(9) other Iteas* 

Deposits • (1) Depreciation developiaent md. reserve funds. 

(2) Other deposits* 

AS regards the StateSf Iwiada under which they receive 
capital* »lnly comprise of Permanent debt* Floating debt* loans 
from G^tral Ckjverniaentf loans fro® National iigrlcultural Credit 
(long term operati<ms) Fund of the Reserve darik of India* loans 
from Satlcmal Cooperative Development and <«arehousing iioard* 
jumns fr« JGhadi and Village Industries hoard, Emplt^ees* State 
Insiarance Corporation etc. and other /^wgtfunded debts. 
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XI 

DEFICIT FlUiJICIHg 

The techniqtie of deficit financing %M& initiated during 
the First PiTe Year Pian period in a cautious iiiannor. According 
to the original First Piani deficit financing of the order of 
iu;,290 crores ftm proposed to ue taadortuken* This expectation was 
against the release of sterling haxuncos* It Was thus csxpected 
that deficit finariusing of this order wouad not give rice to 
Inflation in the country *s economy* as it is generally believed 
deficit financing is safe and useful v/hile there is a slack in the 
economy and production can be Increased fairly quickly by utilising 
idle capacity or manposseri It wus though|;» In vieia of the vast 
unutilised natural and human resources of India and emphasis cm 
agriculture that this much of deficit financing would only be use- 
ful for the econc«y. 

After allowing for ,:s,290 erores worth of deficit financ- 
ing a net gup of i%5.S81 erores was left uncoveredf and according to 
the original Plan it was expected to be brlth^ed by more possible 
external assistance* additional internal revenue or capital 
resources and by minluroia possible aduitional deficit financing* 
This wiliy-niily statement on the possible sources of 
finance for filling up the net gap of .a*aai erores created u 
certain amount of adverse reaction in the minds of the people and 
also generated in the initial stages* a good deal of uncertainty 
about the successful execution of the Plan* 

The uncovered gap of ii5*621 erores In the resources of 
the original First Plan rose to ;^830 erores with the revised 
First Five Year Plan and It was expected that in addlticn to .*.’.*290 
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pores, it may in all possibility, become necessary to take resort 
o addltltnal deficit financing* 

It is estimated that orer the First Fiire Tear Plan 
eriod, deficit financing amounted to as out ..v*^0 erores which 
forks out at 21 percent of the total First Pxaii outlay of ^.1960 
sroresi* fhis ranch of deficit fteinicing araoianted to direct addition 
;o gross national e}S|X5nditnre though budget deficits. Such budget 
ieficlts, during the First Plan period ifsjere covered by - 

(1) .i^ithdraivai tvomjm^ aaiaiices 

(2) 2aie of securities held in reserve 

(3) Increase in floating debt. 

broadly, the sources of covering the budget deficits may 
be classified Into two categories namely, by drawing from the 
uceusuiated oaianees and by taking loans from the weserve oank. 

According to the available accounts for the First four 
yciars of the First Plan and the revised esttmates for the fifth 
year the total amount of deficit financing over the Plan period 
Was estimated aromd *a.53S erores out of which .c*128*5 erores was 
said to be covered by withdrawal from cash balances, ,a»36*4 erores 
from sale of securities held in reserve and the remaining sum of 
«s,368 erores by increase in floating debt l*e. by drawing frean the 
H^serv® dank*^ 

the. Second .Five.. Imt Slai.. 

Deficit financing fas initiated during the First Plan 

period in a cautious raanner# iilnce the comraencement of the Second 

Flan, deficit financing is pluiylng a more distinct role as an 

instrument for financing economic development* jus«Msrdlng to the 

/ 

1* Eevle* of the First Five lear Plant Page 34* 

S* Ibid} Fag® 40, 
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f tli® fact tliat iiapopt siarpXuaca were finitiKsed from tirawiiig down 
f foreign exofaeng© resources* 

It has be«a agreed that deficit financing can play an 
©portant part Ixi supploiaenting the resources of a developing 
concffly hilt it has also been said that Its application should be 
ade in a planned manner with great caution and 'flitdi appropriate 
afegnards* Mon^ supply available to the coisiwnity should 
ncrease at a steady rate* It is clear that attention was not 
iven towards this important fact. Coneeguentiy concentration of 
leficit ilixixig the last years of the First Plan and again deficits 
>f the order of its*S63 croreSf ks.496 crores and .'^*136 crores during 
:he first three years of the Second Plan occured* This was asainJy 
'espcaasibie for the accumulation of inflationary pressure since 

Yi i*. o\ 

;h© begialng of the Second Plani rosulting ln|tte cost of the Plan 

ijad thus Slaking mjcor upsets* 

Deficit financing during the planned development period 

was taJtea in an irregular manner * l*lagnitudes of yearly aeficits 
show wide degree of fluctdiations* Secondlyi during the Second 
Plan period, deficit financing of a very high order was applied 
especially when the plan proposed a very high order of investment 
on industries in the econraiy and Quick yleidii^ projects such as 
agriculture were comparatively neglected* 
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cEs.ef@ XII 

iStam ttm toeginiiig of the First Fi^e IJeur Plan, maeh 
peliame Im® mm. laid lapon coimtry*’® reaowpse® iihicli conld 
possibly bo raised, ®ctomuily* besides expecting foreign assis- 
tance of erores, the revised estlniates of the First Plan 

revealed an tmcovered gap of .ss,S^ crores, to be bridfeed, to the 
greatest extent, by further mobilising external resources! by 
additional internal efforts on the oudisetary accounts! and to 
the ffilnlBBjm possible extent by additional deficit flnayicing. 
this laid ccaasiderabie emphasis m part of effcapts to be mad© 
in respect of securing external assistance of largest possible 
magnitude. 

Since the end cf tto First Five 2ear Plan, it has bem 
estimated that total external asslstunee of cs,2X croros liias 
available in form of loans and grants for developMntal programmes 
in the public sectcr over the plan period. Out of the total 
assistance authorised a sum of i;#,13S crores was utilised for the 
purpose and thus, a of crores was left to be utilised 

during the II Plan period,^ 

This utlllsaticm of iss,188 crores of foreign assistance 
by the public sector over the five year plan period consisted 
mlaly in the proc«rem«at of c«aiisodlties like wheat, steel and 
other ©quipswat required for the various diiv®lo|»«atai purposes* 
fhe l«i rate of utilisation of available foreign 
assistance accerding to the Bevie* of the First Five Year Plan* 

/•“ — 

1, fievlew oi the First Five Ytar Plsufui Page 29, 
a* Page 31* 
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AS raaliily 4«e to delays In the formlatlon of paregrawtes* tii© 
lortsge of re<|at®ite eqoipent and perscmai and the difficult 
ssitloii In steel aaid shipping* 

Of the total author isatlonSf the share of Ofeited States 
a® larges t and aiaoimted to or ores!' Out of this about 

»1S3 crores*^ were utilised oirer the First Plan period and the 
tlxisatton was mainly for procuring wheat wcrth ^9t0*3 eror&a 
nd remaining m steel and other items relating to the requirements 
f eccnoraie development* fciome other comtries also gave steel and 
ther equipments in form of loans and grants* However, except for 
he international ifenk Loan of j;; 3*?#6 crore® which was used for the 
griculture Machinery Project and for iJokaro-Konar Project in 
KVmCm and some aid given by U*S*a, In financing the RlhaM Power 
Projects and few others of minor importance by different Ckavern- 
aents and authorities, most of the foreign assistance was utilised 
the Import of food* 

faking as a whole, external assistance received by India 
as at the end of the First Plan ammaited to .m»40& crores, of which 
^1*190 crores remained unutilised and was available for the Second 
Plan? fhis leads to suggest that out of *-^215 crores of external 
assistance utilised during the First Plan period 1^133 crores were 
utilised by the public sector and only about i«*27 crores by the 
private sec tear* 

It was estimated tlk*t during the first tliree year® of 

the Second Plan iiS*'d6S crores were spwat for the P ian and anothtr 

crores sore expected durli^ the remaining two years of the 

r — — — — 

1* Eeview of the first Five fear Plan} Page 30. 

2« Reswt on Curr«aaey & Firufflcei 1968-^* 
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period. This brotjght; the total external assistance for tte Plan 
oromd 1100 orores* 

taa accomt of the abtmdant capital and technical require- 
ments for derelopmental purposes the external payments position 
of the cowitry has aeen under strain since the oegining of the 
Second Plan* The foreign assets .,f the Heaerve iiank declined by 
crores during 1066-S7 and crores during 1057-68* The 

rate of drainol on these reserves declined considerably in the 
first half of 1058-60, whereas In the following quarter there was 
a siaall tocreaoe# jietween aprli 1066 and February 1060 the reserv® 
dropped by !ii»643 or ores in all, from i*.ii*746 crores to .j. 203 crores 
Con 20th February, i960). This drop was mainly on account of rise 
in imports both on private and public luscount* The increase in 
imports during 1966-5? aiainiy rose out of the requirriients of 
developm^itc projects i-YiTor the Second Plan, although the following 
other factors were also responsible - 

1, Increased defence expenditure 
8# larger imports of foodgruins 

3, Increased requirements of raw mterlals, components 
etc* 

4* Higher imports caa consumer goods 
5, Increase in freight rates and .'Tices* 

To reduce the strain on foreign payments position, a 
progressively restrictive policy on imports has oeen adopted and 
steps tak«i to expand exports* The foreign ©xchaEige costs of 
projects in the Second Plan have also Increased as a result of 
higher prices abroad of capital goods and industrial raw materials* 
During the first three years of the Second Plan, India 

/ 


1. Indl* I960! Page 209. 
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receiireti asslstauaa from the Interimtional Bank for E@@oii»tr«etlcm 
latTKl Iteveiopiasait ami some other eouatrleoi ®hieh to a very great 
extent relieved the preBswe <m India*® foreign exchange poaitim* 
Several foreign countries have Been taking interest Sa tli» planned 
economio developwnt of our country and held meetings to find out 
ways and means fat financing India's development* 

AS a result of cne such meeting convened hy the 
held in Washington in August 1B5B, foreign assistance of > 360 
million Was given to India* The participutli^ countries of the 
meeting were ll*S«A *9 h.K.y Canada$ <iest Germany and Japan* Besidesp 
in another such meeting held in March 1959| substantial promise 
for additional assistance was made to cover the foreign exchange 
reQuiremmts during 1969*^0*^ 

Including a carryover of cror© from the First Planp 

the foreign assistance available for the Seccmd Plan amounted 
around -«*181i6 crores at the end of March 1969* Of this as* 69? 
croree were utilised diariag first three years of the Second PlMi 

and ijs,619 crores was available for utilisation during the rest of 

2 

the plan period* 


1* Report m Currency and Finsroe 19SS-69* 
a« Ibid. 
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Total aid in for® of loans and P,ju. 430 credits antliO'* 
rised diafing the je& 1959"40 amoimted to «3#463 crores* This 
inclBded r:3,179 croro® frm 0,,S*S,E,| rs#S3 croros from Czocliosio- 
irakia and iiS<il9 erores fr<m Ifogosiaviai to be nsed during the third 
Flire Year Plan# As a resnit of the Washington Conference of 

and some otto eonntrieSf held in toch 1959, external 
assist dace 'worth ;j^* 221 erores fs&s seewrod by India 'Which inciudod 
:;i5,142 erores under the P.L..( programme* this assistance was 
extended by the I*B*E*'0* and by the Qoverments of U.B.a* and 
the 

Besides, GorernTOnts of West Germany and Japan also 
premised farther aid for financing the foreign exchange deficit 
during the last tio years of tte Second Plan* Other than these, 
external assistance was autiiorised in 1959-60 by the y,S.S*R*, 
Gsechoslo^akia and Yugosiaria for the t||ird Flan as mentioned 
ab«re and x.s.21 erores by the B.S.S.B. for the Second Plan, this 
all proves the willingness of other countries to assist the 

financing of India’s economic development* 

One Important point in this connection which Immediately 

attr^icts attention, is the magnitude of external assistance which 
cam© for agricultural commodities, mainly food grain®* This las 
been estimated that total foreign assistance authorised during 
the First i\nw years of the Sec<md Plan, including a carryover 
of erores from ti» First Plan period amounted to .0.1528 

erores. Of this lat8S2 ©rotes ©oaprised of loans, while P.h. 480 
and P.h* 665 assistance amounted to '^4B8 erores that is about 
one third of the total? This assistance was received in the form 
of agricmturiil commodities c<msisting mainly of food grain®. 


1 * Report on Currency 
2. Ibid. 


and Pinancei 59-60, 
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The ptffpos® of loaxif a® giiren In the Report on Cwrreaesr 
and Finance for the year X9S&>S0f me as foilcws • 


Piarpos® of loan 

Aid for ntili- 
sation after 
t-larch 1956. 

Bstimated 
utilisation 
hetween 
April ‘66 & 
March ‘60. 

Itodishiipsed 
amonnt as 
at the end 
of March *60 

1* Steel and Steel Project 


226,9 

48,1 

2. Transport • 




a. Hailiay development 

143,0 

111.1 

31,i 

h. Ports development 

20 ,5 

2,9 

17*6 

c* Aimers development 

8,0 

8,0 

m- 

Total 2 

171,6 

12S,0 

49,6 

3* Power project® 

40,3 

20,9 

19.9 

4s Industrial development 

336*4 

1®,6 

197,8 

3, Iron Ore Projects 

13,3 

• 

13«3 

6# Wheat loans 

15,7 

16.7 

m- 

Total leans 

381,6* 

623 



After March WO, additional ^terial assistane® of 

.s.6re orores, authorised. Of this .^607 orores were estmded 
by U.S.A. for the supply of agrleultural eomodltles under P.L. 
4S0. Of the rest 4s.7X erores, iis.43 crores came fr<Mi the U.S.A. 
Development u>m Pundj s».ld orores ftom Poland and ia.14 ororea 

frwa ii^est Uerpiany.^ 

Latest estimates reveal that total foreign asslstanoe 
authorised during th. lieemd five Year Plan amounted to ^2663.3 
erores shieh toeiudlng *193.6 erores as a aarryover from the 


/ 


.k SSlS for use in th. 

fhfrd Piaa 
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First Plan totaiisd is*8761,4 crores. Of tJji® .^»1466tS crores 
¥iere estimated to liaire teen utilised dwing the ifecond Plan 
leaving a snm of ^4l2@4*9 crore to be used diming tl» Biird 
Plan* Ctot of ivs,1466*6 crores utilised during tlie Second Planf 

a3*1090 crore© wore utilised by tbe piabiic sector and tte reraaln- 

1 

ing the private sector# 


/ 


1* Report on Ctirrency and Finance for 19d0*61j Pag® 108 and 70* 



mi.^ 


(i critical stmay of 0ov’»wm«Rt*8 ftfcal men^rmn 
^uTing K^st ma tlia second ftm Year Plan) 
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la Iadi» about £^.16 poremt of ta© popuiatlca xlwm in 
rural area® and mxy 17^84 t3erc€at in tlie urban areasi la rural 
area® 64»1 perc^it of the total expmditure is cm food artlele®* 
For rwal and urban areas caabinedt this percentage is 61*3* 
nimmg other articles of expenditures, prominent are pan, tobacco, 
lnt€»lcants, fuel and light, aamsonients, laedicSne, toilet, oraa- 
aeats, eer«ionlals etc, 'fhese ccmsia^ption item account for a 
large residual of the ineoBte of iieople. Ceremonials and services 
account for over 11 percent of the total expenditure^ Very 


little ^axnmt Is spent on articles of capital nature, iiavlngs 
in India has be«a too lo®. It was about 6,3 percent of the na- 
tional income in 1060-51 and about 7 percent of t!w natlcsml In- 
ccsae in 1953-64, 

Under such conditions of high propensity to consuoe 
and a low rate of saving, large rural sector, lack of educatlcm, 
and risks In private entrepp©i|3reshlp, fee problem of raising the 
rate of savings In the country could <miy be d<me by a strcmg 
policy of taxation and thus forcing up the rate of saving, 
Additi<mal taxatioai 

Puritg the First Five Year Plan, Union and the State 
Oovernments were espected to save Rs,S68 Crores from their current 
revenues over the Plan period. Out of this sum Rs,150 Crc*r«s were 
to be saved by the Centre and Hs.408 Crores by fee iState®, fhua 
comp«d?ativ«ly speaking, a very high responsibility was given to 
the State®, desides, the uncovered gap of about Rs*§00 Crores, 


was also to be covered by additional measures of tipcatlcm In case 
!!ior®'^ iweim forfewomlng. This added to the r«®ourc< 


'nn^ FiiMCioe Report for''''i960-61, Sfetwjent 10 


»♦ 

3 , 



63, 

If 


nave 


139 
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respmslulJllty of fTOtreriMiieiita at mth lev©!®, 

Tile totate Qoiferiimeiits mioeraPiy failed in fiiaiflii.iDg 
tJteir additional taxation targets of iis.230 Or ores* Th&y eouM 
raise only Hs*ao,4 Crores ay neisi tax effortal’ iiacept dcaitiay and 
Punjab f yield# from additicmoi tax Hieaeures sere depioraoly ion 
as compared to the target## In ail the fcjtates. The reason# was 
ill balanced and mploimed liapoeltion of additional tax measure## 
‘fbe share of Central iHuvernment for saving out of the 
current revenues was Initially put at iis.iuO crox*©s over tl» Five 
year period - this target #as expected to go up, folloising tlm up- 
«iard revision of the i>'irst Plan outlay and the low avaliauility of 
external assistance# 

TIb Unicoi levied fresh taxes to increase its savings 
froa its current revenues# Fresh taxes mve introduced In 
to yield Rfl#31*15 Croresi in 10S3-54# U®#1*50 Crores; in 1954-6S, 
E«*11«8S Croresf and ttaa i£i 196S-S6# Rs#l7 Crores? The yield of 
additional tax neasures at the C«itre was about Hs#17S Crore# and 
the total savings by the Caitre, talcing saving® at the 1S60-S1 
rate# of taxaticm and the yield of new taxes# aracamted to tts#304#d 
crores# 

In case of the Centre too# the introduction of new and 
additional taxation was Irr^ular# Practically no nm tax iwasures 
were Introdtaced to 19®8-63. to rest of the years new taxes with 
widely varying tax*^lelds were introduced# The expected yields 
varied tvm Hs*l.«) Crores to Rs#32 Crcres# This irregular and 
slack tax policy has mainly b&m responsibl® fw the shortage to 
tl» avail^ity of resources for the developowit Plans# 

1*' Review of the First Five Year Plan# 

2# JEft^et for tSje respective years# 

Z Hwiew of the First Five I«r Plan. 
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& tlm ilecond Five Yeai* Plant pro|iM£>®@d tiiat addi 

tional taxation ahonid yield a mm of Ka»450 Crore® over the Flan 
period* This was to be raised in equal shards by the Centspe and 
the States# The notable d,iff©r«c© in the two Plansi in respect 
of sharing the additional toxatlcm responsibility! was that in th 
Secoiid Plan half of the x>rot>o6ed additional taxation was to b® 
rallied by the Centre and half oy all the states? while in the Fir 
Plan a mach high share was aiidted to the States aa ctojapared to t; 
Centre* fhe shiX*t in the policy was doubtlessly desirable espe- 
eialiy in view of tte results of th© First Flan# 

Another gap of Ks,400 Crores, which was left uncorered 
in the begining* was for all practical purpose® tc be covered by 
additional sieasure® of taxations# This raised the additiimaX 
taxation target to Hs*3S0 crwes over the five year period# Tib® 
results of th® additional taxation oy th© Centre and th® i»tat©S| 
during the timomi Plan period^ reveal as if the responsibility of 
raising the other Hs#400 Crores was singularly assuaied by the Cim 
raising its additional taxation target to Hs.62S Crores and leavl 
States* target at H6*226 Crca*e® as proposed before# Latest esti* 
mates serve to show that additional taxation targets have been m 
fulfiliedi both by the Centre and the States# This fact has elea 
shown the superior tax raising capacity of the C«itre as ccmpared 
to the capacity of states* Similar ooncluslon can be derived m 
the basis of additional taxation yields by the Centre and States 
during the First Flan* 

The adoption of additional taxes ditring ti» Second Plan 
too, ea® sufficiently Irregular* fcbcpectod net adaiticm from the 
new tax proposals introduced in 10»«-S7 was Bs#34,lB Crores. fhe 
new taxes were introduced to raise R»*93*8S Crores in 18S7-48, 
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Crore® Sn the yearly yield of the propoaed tax«« railed 

froBJ ils,6*S7 QT&mB to 93,85 Crores, In vim of the successful 
yields of the additional taxation in one particular perlo 4 > cme 
81 ^ not doubt tl» acheme of Introducing new tux proposals! but 
such an Irregular scheme is liable to cause great damage to the 
econo!’jy by creating dtsenutllorlum. It may leave the economy in m, 
Inflaticnary or a difiatloni. 4 ry condition, 

,'lmliariy tuX addition by the ‘itutes was also Irregular, 
Ilo’V taxes adoptad in 1966-67 nere cxnoctod to yie3.d i!s,ll,5 Crore© 
(Ho, 10 Crores by the Part a states and *^ 0 , 3 ,5 Ororcs by tte Part d 
States)* new taxes of I967-SB were expected to yield Hs,12 Crores* 
new tiiXes of 195:1-59 viero expected to yield Crore«| new 

taxes of 1959-60 were expected to yield f^s,4 Crores and new taxes 
Introduced In 1960-61 were expected to yield Re, Crores# 

l^spite overfulfillment of addltl<xiai taxation tihfgets 
both by the Centre and the stutesj the fact cannot be ignored that 
the Second Plan has left Indian econoray in the grip of Inflation* 

imiMsmM 

fho rlfie In tax revenue (Centre and i>tates) has been 
slow* though It has been steady during the t#o Plan periods. The 
following table gives the national income! total tax rfcv«iues of 
the Centre and states and the percentage rtatiofial InecMie raised as 


tax revenue! by the Governments* 
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Xear • 

Katlcnal tocoiae* 
at current prices 
in Ka, Or ores* 

I’otai tax 
revenue In 
LIS, Crores* 

1 

Ferceotag® of 
nsticaisl incoBi® 
raised as tax 
revenn®# 

1050-Sl 

9*630 

629*00 

6*6 

1951-68 

0,970 

741*04 

7*5 

1952-53 

9,aso 

G9l,m 

6*9 

1953-54 

10,430 

093*58 

6*4 

X9S4-5S 

9,610 

736 *4B 

7*6 

1955-S6 

9,930 

777 *57 

7*8 

1955-57 

11,310 

.%0.49 

7.6 

1967-6S 

11,360 

1047**31 

9*2 

19Sa-S9 

12,600 

1090*12 

3.6 

1959-60 

12,040 

1219.86 

0.4 

loeo-^i 

14,200 

1201.09 

0.1 


via® of tax rsycr;uc5 di*.ri:*S Sivst !‘ian was 
exti'eiiely stoo cf tax rcvoi:tioa tt tho iiatiaaal inocswi 

©tartiiig ftoa ?*6 izi XUSl-S'i dL'Cxineci tt. tiit* ffitolmina at 

6,<i iD. tlieyi roae tw V,a percent In l-J5e*o6, i'he risi 

of tax revenues during tto c»econd I'lan iias cutipai'ativeXy rnoi 


^vioou'r aging i 

of a level of about C.5 perecMit of the ns- 
tiQtAl tmom hs tax revenue ut the end of 10 3 /ears of planned 
eaoEiOii.ic dfevelops^dT*!* iiidiai as co'.»pared to tite correspending 
ievol® ^ peroeiit in tnlted. Kliig<ioii 4 > percent in Austr&xlSf 
23 percent In tto United dtatea and In Japaris C7 percent In Kas 
Xoalbiid, 19 percent in Canada aid 20 |)ercent wen Sn Ceylosji® 


/"~"\ mi tlie basis of '"pwcentag© of natloma !»»«« 

8. n» POiomlng Comils»lonj Page 49. 
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is ioa, ffjts fatct to a great extent accomts for a 

lorn afate of* sailings in ti» country* The oij^ectlm le not tlmt 
the ehare of tax revenues to the national income In India ha« not 
equalled tlm level prevailing In tblted Elngdoas, U*i:i*A* or any 
other developed countryj but that/rate of Increaee In India has 
hem extremely slois* Ihe «hare of tax revenue to national income 
has risen by about one and a half times over a period of 10 yearsf 
with this rat© of increase, it would probably be after 1081 (the 
rate of increase is liable to go dcmi with the rise iii its own 
usagnitude) ®hm it can attain a level neurlng 20 percent* In a 
largely private owned economy like India, quick rise in the rate 
of saving® by the Oovernment alcne can help a rapid developawnt 
of the country* 

a.teAP,les of...,.t.iixaticai 

Ihe canon of equity or the ability to pay, inherited 
from the times of iidam aaith, still holds a very important place 
in the formulation of taxation principles* Proa every point of 
view - social, sKjrai or ratimal - the principle of equtty holds 
its slgnlficame* ihit this Is definite that equity is n ot the 
only ccaasideraticai to levying a tax* There are several otlmrs 
too. Mott, this remains to be decided that what place should be 
assigned to equity and to what extent it should be followed? 

The term equity, since it came into use, has been inter 
preted in various ways* lately, It generally means the balanctog 
of marginal sacrifice with marginal retwms* It has been glv«a 
^top priority by n©st of the spixjiaiists of the subiect* Ikit as 
ProfessOT fl, Dasgupta has ably expressed **Th® principle of baXan* 
etog ittrglnal sacrifice with aargiiml return, while mdoubtihly 
important, is to© static a ocooept to be applied to a developing 
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economy"?’ Truly, general principles of public flnaooe cannot, 
ana should not, be applied In case of a dereloplng eeoooay .1th- 

out Biaklag necessary adjustiMit In th«o. 

Hie basic requirement of poor eoraiomy la that of mere 

sing public revmue - and thei-efore, ono very Important oonslde- 
ratlon In levying a tax should be Its yield. India, In respect 
of its taxation policy, has laid over-emphasle on the question 
of equity, a number of exceptions, exemptions and abatements, i 
practically all the taxes, have made the tax structure In India, 
extremely complicated? In vied of equity, the rates of direct 
taxee, begtolng from a very lev level go to a very high lerel. 
Inoome tax rates, for example, begin from a level of 3 percBot 
on 10. income, and go up to about 34 percent on the hlgheet sla 
Ihe rates on the upper brackets are almost conflsoatcsTr. 
taxes, such as the expenditure tax, the gift tax and the ostat, 
duty, hardly make any net additions (deducting the cost of the! 
coueotlonl to the public revenues. It 1. tru. that these tax. 
do serve to bridge the Inequalltlee of Income and .ealth among 
the people, but this lunctKa. too Is csrrled out on a very io. 

H» cobslderatlcs. of equity, .hlch ha. made Inccm. t 

has tJi® syst®a highly 
rats® TUB wry steeply • has ima® # 

High tax rates are to a great extent responsible for large sea 
t*x «V.«1«-. Aocordlng to the eetl^te. of Professor KaWor. 

If the ««ls«» of tax on Income be brought to 46 poro«. , 

1 «.»*> »m 1ft ft Crore® to the tax r# 

Oovemment elU looee only about R..1B.3 cror. 

Xbi. estimate I»41«st.. that Ins. «».ld be not much. If the « 

m " ,,i 'our jpuhiie Ftoaflao#! F«|« W# 

^ I- ?ii‘1Stot“iSxS^vr2.-n d«at «lth in deuil to 

tS fS«tog W®»* ,7 



rat© is sowuljer® In Ijetwsmj sa:? at TO car 75 p®p©®nt» 

It harelip sssms Jnstifiaaie to Impos© such high rates fer petty 
rise in tax revenues • On the ether hant^-i the rates of i^alth tax 
and estate duty #'..lch arot hl;:iu,y caf)ahie of rciucing Saequaiitie 
have seen kept sufflciontiy iowi far beioii the rates suggested fe 
Hr* laldor* 

fhese facts huve kept tiie growth of the voiuaiQ of 
puullc revenues in Inala at a low xevel, at a oa«ent w!ien the 
availaaiilty of financial resources was the ct-untry*© mjeaf proi 
It ma agreed that India should h^ve a bold taxation policy and 
that the taxation system should be stnjected to a thorough and i 
eoiaprehensive refcarmi but 6ovormient*8 taxation poiicyf during 
two Plan perlodi can haruiy be classed as *bold*> ana only few 
changes were made to reform the taxation system* 

B&sims the coosiaeration that a tax should o® suffi- 
ciently revenue yielding •• it should be simple too — Sliapie t 
administer and sSaple to be accepted* In the words of Dr. Dasgi 

“ In a particular tax simplicity is often more Important than 
1 

equity**, an attempt to mke every tax equltaaie makes the tax 
system highly oompllcated. An ideal tax system may have progre- 
taxeSf proportionate taxes and regressive taxesf all together* 
ihat is needed is that| the effect of ti e tax system m a whol 
should be equitable* this overall equity coimot be brought abc 
by any calculation* It can be approached by the 

tax systiw from time to time* to the light of for^otog experJ 
But having a wiateer cf exemptions, exceptions and abatemiint 
provisi^ms to the tax system, with a view to waloB each and ®V' 
tax equitttbxet can only le^d to coiiJllcatioii and cmfmSmm » 
tione provide loopholes to duty dwilere. they provide ehajwes 


Our Plane and Our Public Fin«i®e| Page «• 




tor t& evastoEB# 
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Th® policy oX GwoniEaftnt to respect of tattag Hie 
iimiries witi the ntm-rieceesities hus also a©«n sufflclontJ^ siaeife 
This is cciifiPiBed hy tiie fact that the demajid for luxwy goc4s 
mich as aotor-carSf scooters| refrigerators and the lllc®i is day 
by day talcing lead mmr tlielr productlcari* Higher taxes on Itmiry 
goods afey not^ to th.raseives, ue very but they aeeis Just 

in view of social objectives and necc£a«ry freae tlie jwtot of viei 
of improving tLe pattern of production* to shortf it can be said 
tliat the Qo?o'rffltt8rit*s taxation policy’ lus lacked boldness and 
has oror eiaiihaslsed the prtocipiw of equity* Tims® facts have 
served to complicate tlie tux system and reduced the poaslblllty 
of a rapid tocreas© to the volune of puailc revenues* 




iacoiae tasc »ius first levied in India in 1^0 «nd 

lias abolished after a fenv years. In IBde it Was reimposed 

and since then it cent limes to exist. Income tax rates in 

India reoained tiominai till 1916. Daring the inter war perla 

the rates were eoaparativoly very low than wtet they are toda; 

and its strnctoro lus aiao Qt.4to different, tiince the oegln* 

ing of the Second iiorld war, income tax in India acquired gro 

importance* It ijus ueen a major source of Government revenue 

in cojmection with the war and tfi© post war finance. At 

presentf it constitutes a good part of tfm Ifelon and the Stal 

1 

Qmevtmmt revenues'**. 

the present rate structure of incoas tax was adopt 
in 1939* The personal lnc<xa© tax Is levied on the net incoi 
of all Individuals, joint Hindu families, unregistered firfuii 
and. other association of perotxis excluding limited companies 
and corporations, iigrlculturui incomes are not included in 
incomes, taxed by the Government. 

All incomes below a certain level are exempted fr^ 
income tax. This tax ©x^ption level has clianged from time 
time in view of exempting the poorer class from paying this 
taX on account of tte administrative difficulties# Cha 
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to tite exempt icsR ieveis v^ere foiloass- 


1939««i0 to 1041-42 

.u, s,000 

19^*43 to 1943*<44 

ii, 1,0)0 

1944-45 to 1946-47 

t.i* s,ouo 

1947-48 

1.0, 2,500 

19^-49 to 1949-60 

3,000 

1960-51 to 1052-53 

a, 600 

1063-54 to 10S6-S7 

w* 4,300 

1957-58 onwatds 

3,000 


Diirlyjg the tm Pism periods, the minimiM exemption 
ilmit imderiiieKt cliungGS to the year 19S3 and then to 1967. i 
1953-S4 th& limit ma raised to :-*4,800 froa its precejsdtog 
level of fhis change brought about to view of 

adKtoistrative aiffieuitios to dealt tog the lew tocc«» 
cases* fhQ Finance Minister said *'I have felt for some tim 
that for too much of the time of the tocome Tax DepartTOnt ti 
being taken up by the relatively smaller assessments and if 
the ntwber of such assessment® could be reducedf the Depwetra 
^©uld be able to give greater attention to the cases of the 
blggfi^ aBseesees and improve the revenue from tocaa» tax”^* 
i!e >sas conscious of the fact that with this change about 
70,000 cases, out of a total of about lakhs assessee®, m 
be reduced* Thus to him, it ma a measure towards checking 
evasions among the high income assesae® and it also reflectf 
his faith to progressively rising taxes on tocoMS* 

^1* Budget Speech, dudget for l9S3*i4| Page 78, 



177 


It might be recalled here that* the all Ihdia cost 
of livirigi till the year 1952-03 had not groijn very high^t and 
India’s per capita Incosje was also showing steady rise# As a 
iisatter of fact| this step was an experiment# It has rightly 
aeen coiSTOited that ‘‘the structure of public flnaince in saai^ 
mdordeireloped countries Including India lias grown up hapiiasard' 
lyi influenced by historical accidents, the example of other 

countries, the thinking of foreign rulers, and the exigencies 

P 

of the moment*’, 

fhis experiment, though made at a suitaole tlM when 

oudget surpluses were in sight, couxd not have a healtl^ effect 

During the process of developjaent, such a tax structure Is 

required which is most suited to the requiremmts of rapid 

economic growth* At that tin^ slight relief to the upper incemj 

group would ha¥e been more desirable than the relief to the 

lower Inccaie group with its high propensity to consume, the 

obirious effect of this ciiange Was tibB sliarp drop in tlx> iroltmie 

of this fax revenue auring the subsequcaat years as shown below s 

Revenue. thr.gugh incoy,.fel ,fe ffi E;, 
eorporation^taxl 

1^,146,19 crores 

i.i,141,43 « 

.is*122,26 « 


Yo.ar. 

1951- 52 

1952- 53 

1953- 54 

1954- 65 
1956-65 


It is clear that the loss du^to this change was far 
above than what it was estimated by the Finance lutoister. 


/ 


t niiBife«r for 1952-63 was 103 with its base 1SH9«X00| 

^sSve BanJ^ of Indiai Curr«cy mA Finance Eeport, 1964-S. 
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16 clifi*ereBtjbiOTeJ.opea ojad maerdeTCAOpua eomtrie# (iaclMlisg 
lnalu)| fctove paJjated wwt tlmt “tise general |>i:'i«stice i» tiie 
mider<ieveio|?ei. coimtyies la to have a high exempt im limit for 
laevBonal Ineoraes so that a mm oarniiig an IncciM coapasrabl© to 
1200 a year wsnaily escapes altofothor from Income taxation”. 

On the other hand increasing revonde requirements 
for development and great reliance on inccM tax^ espuclaaly 
mmi udout m percent of the people don*t have to pay it, make 
the tax rates very high on the highc-T income groups aijd in tun 
give rise to nmoerdns ali-led problems like that of tax uvoldan* 
evasions and the loss of incentives etc. 

,.te» 

'fhe present rate stmctiire of Income tax in India, 

«naergcne several ohanaos ilnce la®. Isx rates «ent co tasre 
Bing, costly aa aaaaant of tl® Increasing e!Cl*J«lt“re “ 
mirtng the »ar. Ihe tax rates *ere niuxlmum In the year 1J46- 
There was no surcliarge on the income anti super taxes in that 
year, yet the marginal tax rate on the highest slao fas 
annas In a rupee, that Is about mV,. The year 1946-47 was th. 
turning l»lnt, so fur as the Ineone tax rates In India are 
concemed. awh high rates, have net been reaol®d a.Taln even 
during the lerlod of country's plained econcmle development. 

Ihe personal Inoeme tux rates, as adopted In 1946-4 

«ere as follofSi 


^X. adopted from R.J. Chelllah. Fiscal Policy In Underdeveloi 

Cotmtriesi Fag® 



.i:s£gjial 
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issm ' i-g. .liam) 


IncossB npto i..ii#3fOCX) 

Exempted ft*oa 
taxation. 

)«» 

to the first -*s.l|§uO of 
the total Inoom© 

Mil 

up 

to the next iis,3,600 of 
the total incoise 

1 Anna 

6*26 

to the next *-;;*Sf000 of 
the total Ineoae 

2 Annas 

12.S 

On the next i^,5»0O0 of 
the total tocome 

3»@ Annas 

21.37 

to the oa^once of the 
total inc€a»* 

5 Annas 

3i*as 

next, in addition to the incometax, 

a super tax #as 

payable on Incomes above 

jiSfaSfOOO* Sapor tax 

rates ^ere as foiioi 


Itfc, 

harped. toe§rn^d, .tefilgi 

First ;s,25|000 

ffil 

Nil 

liiex t 4S** 10 1 OOU 

2 

3 

« es*10,000 

3 

4 

M .iS*lS|000 

4 

6 

« a.20,000 

5 

6 

tt jji*30|000 

6 

7 

»> ii3*^|000 

7 

8 

« a«*S0|000 

3 

Cl 

w 

« i«s,50,000 

0 

0.6 

« ts*l,00|000 

9.6 

10 

« ia*lt®3f000 

10 

10.6 

to the > balanoe 

10.6 

10.6 


fUe afcoir® tax rates alia* tliat Incomes aco?# .*#1S|000 m 
taxed at ttm rat© of over 31^, then S«coe»® mUh «c«®ded ia.36, 
i»er® taxed at tli« rate of m for the weomed Inccaes. Tax rat« 
applioahle to Incoaea exceedtog one iai* m& 7S$ and m the 
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eumod and im©amed incoTOa respect iwXy* The fflaasiKisa rate of 
mout BTis Mias applicable on th® balance of Incoaea over B laktii. 

These exceedingly high rates reveal the Governisiait*® 
rexiance m this tax. This tax was ccmsiaerod to he an Ideal 
tax anu efforts were being ai^e to make the rates more progre- 
ssive* These high rates proved to be highly pernicious on the 
incentives and in the following year the Income tax rovenne was 
reduced by over 9 crores* 

During the planned development period the principles 
guiding the public finance activities are uiainiy twoi obey are 
the reduction of inequaxities of income and wealth and to secur 
funds for Investmact on the development* Togetlwr with tlMtse, 
caution has to be laade in respect of saf^uarding the iadlvidua 
incentives and encourage private savings* This x Is appreciabJ 
that Ihdlan Government haSf from time t* tli»t taken steps to 
enquire into the effects of its taxation policies. The settinf 
up of the Taxation Knquiry Commission in 19S3-S4 and the 
invitation to Mr. Hlchoias Kaldor, of the Cambridge University 
in 1SS6 were two notable steps In this direction. 

Income tax and super tax rates remained the saw as 
they were before* liut$ in additions to thessf a surcharge of 
on th© income and super taxes was reintroduced after a gap 
of five years i*e# frcmi 1946—4? to 61, Th# intr^uctlon 
of surchiarg® was Imposed with objective of Increasing revenue 
for th© purpose of development* Tax rates preveient In 19SX-I 
%m beginlng of planning in hadiai were as follcwsl 




cm first :'J* 1 S 00 of tlie total teaorae 
cm next i^s^SSOO of tte total incoTO 
cm next i-*SOCX) of the total inccme 
On next iJi ,6000 of the total incci» 
en the oalance of the total ineoa© 


( Hate 


hil 

Mil 

9 Pies 

4*7 

1 Mma 9 Pies 

10*9 

3 Annas 

1 B .75 

4 jmnas 

05 


Sneer f.ax 



Hate (por runee) 

Percentage. 

cm first .i,*25,000 

Hll 

Nil 

On next i»!a*16|000 

3 Annas 

1S*?5 

On next ^'a*lSy000 

4 Annas 

25 

On next *a*1S,000 

6 Asnas 

37*5 

Cm next iii;*15f000 

7 Annas 

43*75 

Cm next »iS*16f000 

7*S iutmas 

40*9 

cm next *a>*50,000 

3 Axmas 

50 

On the balance of the 

total income 3*5 Annas 

53.1 


fhe tax exemption limit from 19S0-51 to 19S2-S3 mB 
r5»3|600* In addition to the tax payaole at aoo'ro mentioned rat€ 
a stirelmrget e<itial to l/20th of the income and snper tax payable 
Was charged*, The above mentioned rates contintaed till the end c 

the year 19S4»S5« 

Th,. Y«^ 19SS-S6 . 

fhe 1955**66 hndget was aceiaiamd as the * married man*; 
hndget as it provided some caicession in the income tax to marr: 

people, tojone aod Super tax rates aere stiffened up, though tl 
raising of tax exemption Unit fr<a «3.3,600 to rf.4,200, »hloh » 
affected fro« 1963-64, »aa maintained. Changes sere mainly nad 
the reaommendatlons of the taxation Knwlry Coamlsslrai 1963-64. 
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la a mitslMil, the r®c<Mt©adatlona of the Cowlssic-a «er® that • 

(1) fha tax exemption limit shoald ia© retraced to .s&i,3f000 fr 
its (then) exist iiog level of .^* 4^2005 

(2) The mscslawm marginal rate shoalci not go ahove BS^ m 
incomes apove JiS.X,3 lakhsf 

C3) The hiirden of taxation on the lowest income range® show 
not he Increased ap?^r©ciah3ly» particwlarly in vlois of Increasing 
burden of indirect taxation} 

(4) There is little scope for incroaslng the rates In the 
case of top most oraekets^ but upper middle ©racket rates might 
slightly foe affected} 

(5) The first tax free siafoy should foe 4u>«2y000 for the 
taarried assessees and tw^liCKK) for the unmarried assessees* The 
introduction of family allowaaco within three years was recomment 

C6) &med incaae allowance should foe given cmly upto a 
specified limit* 

i7) The maxifflw amount for afoatecient in respect of life 
inswance premia awi the provident fund should »e glv«tt upto on© 
fifth of the total ino€m» of i.NS*B|000 whichever is lesser* 

Kates coming into effect from the year 1966-66, for 


married assesseesf were as given foelo® • 

IstcoBe fax 


First fes*2,000 

HU 

ill 

heact *iss*3|CM)0 

9 Fies 

4*7 

next *'iS.2|®00 

1 iduoa 9 Pies 

10.93 

next i»*2,§00 

2 annas 3 Fies 

X4«I 

Isfllt i«s*5f000 

3 Simas 3 Pies 

20.3 

Balance 

4 idmas 

25.0 
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Fof iwaaj’pioii msmmm the first two slab* war® 
and wi*4|OCX3 r©®|^ti¥eiy. In addition to tiie Imoto t«s a mrcMn 
equal to of tfee imome tax payaoie, was ciuurged* 

The niaiahei* of super tax claos romainod the sam as it 
j'lB in 19S4»®> but the first tax free slab WaS reduced fro® 
.■:»2S»000 to fe^SO^OOO, fecondlyi the taaximiE® rat© applicable on 
incomes wer -.li.l.S lakhs rias raised friara 8*5 annas a rupee or 
to 9,5 annas a rupee or S0#4;fc>* The slabs .'.’et"© urade small In the 
lo’wer income groups and bigger in the higher income groups* Xhes 
steps isiaue the taxes more progrosslTC, The surcharge rates were 
maintained* 

Th© first major change regarding the difference in 
taxable minimums of the unaiarrieds and the raarrieda, which came 
as a first step towards tte introduction cf family ailowanccf as 
recommended by the Taxation Enquiry Caamlssionf 1953*»64» was a wj 
and a Just step asad served to end the knoty controversy over the 
treatment of the incases of husoand and wife trdien both are ©arnii 
It puts married peopi©! who had greater propensity to spendf in i 
advantage of aboufe ss»4B* 

The breaking up of the income slab between incomas of 
15 ,S |000 into two slabs and thus making the rates rise less steep 
was also no less desirable* But the changes that were made In t 
super tax rate, though remote, aarved to make the overall inclde 

of these taxes more progressive# 

It is, however, consollaag that the saheme of compulsoi 
sureharge’Ksiab-deposit as recoaiaaaded by the Co«»lsfiicia nm not 
adopted# Both these were suggested to be charged at the rate oi 
0^20 from the level of te*26,000 and rising upto & «axi«i» of 
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on imoms above a&.S lakhs* Ccannlative effeet of all 
these louM have x'alsetl the effective burden of tasation on 
the highest incosse tuX slab frcxa to and the rates 
iiouM have becowi comparable to the 1946*47 rates. 

fhe following tables give the analysis of the tax 
payable on different personal Incoraos of laarried persons at 
19S4-5g rates and at the rates recoamenaed by the faxaticai 
ilnqiiiry CoEsiisslon, 1963-S4. It is clear tlmt tiieir recosmen 
Oation was to make the tax wuch more progressive with ti» 
rise of income. 
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ffeu® it is ©ieai* that overall effect of the taxes m 
the special surcharge una compaisory deposits as recomsiended I 
the faatat’on fincjairy corMlssioni wowid have teen highly perai< 
oas* Compaisory deposltSf Ir their short time effect p »ere a< 
less than a direct tax* Though this rccomujeridaticn of the 
Ti^xatioh ifiaqairy Coiamisslt^ was not accepted yet 3fc can he notJ 
tiiat in the lOSS^-SS ondget the generally notable featnrep thal 
incidence of taxes on perscaial incoiaes in India is very v< 
loif on lower incoiaes and increases gradually npto incomes wor1 
as*40|000 or so and sharpxy thereafter, remained, for all 
practical purpose^ uo it was. 

The Taxation ijtaqylry C«ialssion*s reco/'Mcndations, 
regarding the abatement to be given for the insnrance premitas 
and the provident fund contribatlon, were accepted and the 
admissible abatement was raised to <nc fifth of the incoaa® sul 
to a maximum of tts*3,0W from one sixth of the income st&JsKtt ' 
a maxlmmi of *5Ai*6,CXX)* As it would be alscussed lator, such 
abateuients have very little effect on cne*s savings, and tter- 
fore this change was of little importance# 

The earned income allowance as provided by the Pina 
Act, 1956 was that cn® fifths of the earned incoises, not exce 
Ing jis#2§,000 subject to a maximum of ivs*4,000, be deducted bef 
levying the tax. The Finance Act, 1956 furtht-?r provided that 
earned Income allowance <m incomes above *3,86, OCX) should be 
deducted by on® fifths of the excess, till It becomes nil for 
th® earned income worth s»s,46tOCK)* 

In the words of Dr, JUdEdaiiaia '*th® earned Income 
relief is r^arded as a sort of aiicwance fesr depreciation oi 
capital and the precariousneus of its earning poser as 



190 

against tinat of material capital*^ ^ and thwsi in the light oi 
mB*8 anility to payi its existence is instlfied. 

Ineoiae tux and the surcharge on it continued, at th* 
19SS leTel* Some changes '*ere br<*'Ught about in. the super ta3i 
rates. Firstly the number of slabs mvc Increased from 9 to 
This done by splitting vt> the 7th, 3th and the 9th slidJS 
into smaller slabs and slightly hi'hor rates /iere applied to 
incomes ilich exceedc-d '.:*70,000, The rate AhJch uppl 

to incomes above .-a*!, 50, 000 was reduced to annas ter. |er rup€ 
from its previous rate of annas ten and a half per rupee. Tl 
surcharge continued at its previous level of 6> of the tux 
payable. 

iSte iiii ■ ^&i i L4fi ' 3C»Jife2SS( w fe * 

In 1966, Goverimient of India invited I’lr. Hicholas 
Kuldor of the Cambridge toivoralty to undertake a cttidy of di 
taxes in India. The report submitted by him m& issued by tl 
Finance Ministry in that very year under the title ‘Indian Ti 

Beform* • 

I4r. Ealdor clearly felt and expressed that the Inc' 
tia system In Via was highj^y pernicious. He felt that the 
rates "-ere highly crogreseive and resulted into severe ais- 
incentive effects on 'worhi saving® and enterprise. Such a 
pt'ogressive structure, jjccos’ding to hi®, uas responsible for 
ma^^s tax evasions and avolcUuKses* Vb wa® of the opinlcn tha 
“these confiscatory tax rates truly apply oily to & small mil 
of people who om not avoid these incidences, and their long 
ejffect is bound to be wholly pernicious both in penalising t. 
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prospects of certain careers isliich are rital from t!ie imtlona- 

'*1 

point of view and undermining public morality.” 

lie bus further pointed cut that ”I am strongly of tl 
vicsB that the derelopraents of the last 18-20 year® which Impel 
taoinlnaj.ly) fantastically high marginal rates of ta*, »hll* 
permitting the continuance of aide loopholes for tax arolounet 
are hlgtay pernicious in eharaotor”® and he has rightly auggei 
"that from every point of view it Is far better to have a fool 
proof aystem of tincatlcm .>ith a Moderate rate aohcdule, than i 
system which has the apf>earunce of high nrogresalvltyi but wh. 
can not be effectively or Impartially administered”? He felt 
that there was"a great deal to be said for keeping the rates . 
taxation loa, both in tl» interest of economic development is, 
as to maintain oemomie incentlvos) and also to lessai the 
temptation to tax payers to sabotage the tax lass by aU 
available means”? 

He recommended that taxes on income and sealth, otb 
than the estate duty, comprising of income tax, capital gains 
tax, annual wealth tax, personal exiendlture tax and gift tax 
Should be administered together s tax base should be broader i 
each case andi rates should be lower. He was of the view the 
tte above mentioned five taxes should -all be assessed slmult 
neously, <»> the basis of a single comprehensive return”. He 
pointed out that -they are <seir-ohecklng< In character, both 
in the sense that eonceaiment or underetatomait of Items In 

order to minimise liability to sc™ of the taxes may Involve 

fAFMTd to otiicrs, mu in ttm sense tJiiit 
added liability ^ith re gsra to » 

* Indiim " fsx nofcmi 'T&m 11. 

2 * folds 1^* 

3. Ibid* Pas® 2. 
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ittforraatitm fumishod by tlie tux payer in the interest of 
prorcmting orer asoeoement with regard to his o*«i llabilltie 
aytouiaticalj-y urlugs to xJnht tli© receipts and *|alns md& by 
other tax payers'* !■ 


A3 regards the laeoae tax Cincindliig aupor tax 

oi-i’c i lar g es } j ^ 1** # Maiaui’ iCiiO .dUuZtiSuM FiAfcii BiKJJ 

act go «si&o¥G 46/^ oi* cha iiicoiac as ug.-.‘r!Ot the i-reFal jJ-rtg I'at 


of UBi'i. 


ime,.._Iear... 1057-58 . 

Soto major changes t'?6re introduced to the rxsi’sonal 
IncoTO tax sihichf as it would oo compared later, brought tte 
effoctire rates below the levels during the precfeding year» 
Flrstlji tax rate on the highest slab for personaj 
Income tax and super tax was orought down to 34ii^ from 01*8^, 
Secondly, the tax ex©rt3(,)tlon limit was reduced froi 
iW.4|200 to ^3*3,000, 

Thirdly, the t« slab for marrioa asaeaseea was r; 
to 3,CX)0 from its prcviaii® level of .c«3,000* 

Method or providing earned ineeme aliowiinse was cl 
family allowance to married individuals was further extends 
individuals with children also* 

The nuaoor of income toX slab® tfus increased and ' 
of super tax slabs, reduced. The laaxlffiua tocoffle tax rate wl 
in 1956, applied to toccaocs above ..s.3^,000 was brought to 
Incomes above iis,l^,000, Maxiaaia 8ui>er tax that in 2966 ar*p. 
to Inccsiac above a;*l*5 lakhs was reduced to Incoiaes above 

ttS,?0,C»0* 

Foiloaing rates were adopted by the Finance (Ko.8 

/ 


1# H. laidarf todlan Tax Refonai Page 2* 
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Aet of 1957. 


to the First i.3*3,0CX) Kil 

C& the next *f*2|000 3 

Cn the next .5,2}600 3 

fn the next 9 

in the next .^^*£,500 11 

Cfi the next w,F,j,SOO 14 

(M the next fM;,5f000 

(Ml the biij.moe of the total income 25 

The ayoire rates are for ima^riod Indlvldvais. In c< 
of isnmrried IndJvldnais the ftrst tuo slates are to oe of 
xi^lfOOO and .^A$00Q respectively* 

(Sonreet Reserve fkink of India eiuictir.i *111110*57} 539) 


to the first ^# 20 } 000 KH 

on the next a«*5}000 ^ 

f 

to the next i*£*S,000 35 

On the next SiS*10,000 30 

On tne next jks«10}|0(K) 30 

to the next *.5,10} OW 3^ 

to the next .ui«10|000 40 

to tile halanc© of the total inconie 4o 

(Oonree; Heserw lianK of India Bulletin} Jme *57* hage 639) 
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6S*4S|000, a mw mthod of ppo^idlug earned SnoOTe relief wm 
intpoamed from X9&7 according to wlilch the swcharge was lower 
on earned lnac®es and higher on imearnod incomes# 

On earned incomes the surcharge payable «aoant@d to 
5^ of the income and super tax payable an incoEaes npto iks*ljOOjOOC 
and 1<^ on incoros which exceeded that limit. On mearned 
incomes the snrclmrge was of the taxes payable* Mo snrcharge 
was iiayable m incomes npto is#7|500* 

iuaother slight change was in the abatement of ineoTO 
tax on accoiait of life insurance premima and provident fund 
ccaitributicm wiiich wa© increased to one forth of the inco3» 
subject to a maximnm of .ia#8|0CX> against the earlier provision 
of one-fifth of the total Income sidjject to a maxlmmi of 
.v3#8,0(X)* This was in view of encouraging savings In 

life Insuraiic© and provident fund* 

The flrstf tax free# slao for Income taxation in case 
of married assessees without child was put at .•a.atOOO# Besides, 
it was thought to giim a child abateraait of per child, to 

a maximaa of two children* Thus, the first tax slab for married 
individuals with one child was as# 3,330 and for married Individua 
with two chlldroa it was ^*3,600* The siaa of the first two slab 
in each case was, however, to be a3«S,000# 

The above mentioaed marriage, as well as child alli- 
ance, were admissible only in case of Incomes which did not 
exceed «.S0,000# In case of Individuals whose income exceeded 
ms, 20,000, tiB first tax-free slab was i<s.l,000 oaly, irrespective 
of the fikct that the Individml was lamarried, married or had 
ehild^m* 

nhAx^e# hiever, resulted In decreasing the 
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effeetiTre basic rates as compared to the 1 SS 6 rates* A oo p 
son of the t«o rates is given below *- 

fiicome.fia. ^ ^ ^2 

lOfiS Ratea^ 


glali. 

Upto i".s*2|000 
.^.2,000 to 3,000 
.s,3,000 to 5,000 
i^*5,000 to 7,800 
.a.*?, 500 to 10,000 
^5*10,000 to 32,800 
.;S*12,500 to 15,000 
4iS,3^|000 to 20,000 
fjaiance of tte total tncoE® 

Saner- 

Slabg. 

Upto «>*20,000 
i:S*20|000 to iiS(,26f000 
iS,2S|000 to i^*30,000 
30,000 to u,40|000 

/ts,40|000 to fcs*50,000 
^S0|OCK) to 63,60,000 
^,60,000 to i8S*70,000 
Balance of the total income 


Kil 

5> 

14^ 

20^ 

20 i 

25'^ 

2Si 


jpip Eattl^ 
nil 
nil 

14$ 
lU 
25^ 


laiis Batea- 

tfS7 HatM 

Kii 

nil 


5$ 

19^ 

15$ 

19:^ 

20^ 

Zl$ 

aoj? 

21$ 

m$ 

44$ 

4m 

41$-&2$ 

4m 


fh© laassifiiam raw 

Q 1 81^ te 19^ to S# cn unearned income® and 77 on 
down frcffi m 

in 1957-53 and onwavds* 

foXlclB. Si-, a o-P«:ati« a^aZyai. or 

tax (iacX^d^ -P*' ^ “ ' 

•I 1963-54# 55*88 a»d 1967-68 1* 

ineomes In 3 963*0^, qq _ 

L. The rate® ®ne for married eith inccaai 
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fhas| it is clear that the incidence of personal Inccws 

taxation from and onwards 

has been lower 

than what it wai 

in 1P@6'^7, dwt tho teportame of 

income tax iMiS 

been rising 

constantly dwli:^ the development 

iwriod os evident from the five 

yearly irnsving averages givm below* fhe following 

the collection throiigh ineois© tax revenrm 

; figures give 

fear 

iStCrores 

6 yearly swln 

aw 




14S«1@ 

m 

1@S2<»S3 

141*43 

• 

19S3-S4 

126*60 

133*67 

19M«aS 

122*26 

134.68 

19SS-66 

131.36 

139.13 

lii6*S? 

161*74 

148*21 

lesT^ss 

163.70 

163«63 

wm-^m 

172.01 

1®*76 

1959-^0 

1^*36 

m 

1960-61 a.B# 

327.S0 

m 


la aa attempt to rMoimxim Inccm® tax stractiir® Sn 
India several ehanges 'wef® lade from time to time and effopta 
were made to ehecie tax evasions and avoidances# Idt it em veiT 
easily be noticed that the ppooiem of tax evasions has always 
been a sonree of loss to revennes# I^spite a siirctiarge of 0 
which was imposed on payable income taxes in IBSl*®* collectlcsM 
in were decreased# 

Peclins of income tax revemie iix years foilowini 
19^-^ might he aocomted for hy the raising of tax exemption 
limit* fm npward adjustment in this respect was dm» specif i- 
eaily to deal with the evasion and avoidance eases amongst the 
high Incoiae grmips* mt$ it is clear that siicli intention conld 
Sokrtay succeed* & m attempt to maintain high rates of taXatios 
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reveniie qquM com out* This loss cun be taken m a lo&sm 
ugciinst Mghily progressive incoKB taxes, file root cause of vM© 
spread tax evasion mainly lies in the practice of high taxes on 
incomes# 


Bates were again revised up.mrds in 1356* and the tex 
revenue did increase* but not as mich as it should have been* 

The slight downward revision in 1957 couid also increase tl» 
volume of revenue# This example clearly shcwts that income tax 
revenues can profitably be earned by making the rates less 
progressive# But the fact that income tax revenues could not be 
mintained at their 1967-68 level and aeciinod durhig the 
folloisitng years is a sufficient proof that even the rates adoptet 
in 1957 are sufficiently high* The reduction of rates in 1967* 
as ccxapared to 1956 rates* vifas only nominal# The Introduction 
of new direct taxes - wealth tax* expenditure t^dt* gift tax etc* 
have only resulted into the increment of direct taxaticn# 

“In many cases combined impact of yiealth and inccm 
tax liability even exceed the total income# For example the 
Incidence of total tax (which relates to income tax, super tax, 
surcharges and wealth tax only In 1960-61 and do»s not Include 
expenditure tax and gift tax) on Income group of <^2 imrn (earn 
is as*2,09,471, l*e. 104*2^ and cn income group of laMw 

(earned) is i^s*5,^*471, i.e* 

It might be repeated her® that it is the effect of hig 

taxes that provides loopholes in the system and tempts the tax 
payers to sabotage the tax laws by all available means* These 
views an® the »»e as those of the Caa^ridg® University hooncali 

Mr* laldor*® 


1# S*F* Jain* 
2. M# Kaldori 


A#I,C.C# Bccmomic Reviews 4i»il 7, *61i Pag© 36# 
mdlaa fa* Reform* Pag© 5* 
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Til® strwto® of Indian Incoais tux. was introdneod m 
the British model diirliag the days of British rule over Badla* 

The economic deTOlopment of the country was not tlie mala Issue*. 

It Was desirable, after the transfer of power into our hands, an^ 
with th© beglning of planned eccanomle deveiopment in India, to 
develop a taa: structure suitable to Indian conditions and am* 
genial to the atmosphere of rapid economic development* Towards 
vhis end, a Taxation enquiry Commission was appointed in I953j 
and in 19SS, i*, Kieholas Kaldor of Cambridge hnlvorsity was 
invited* But none of the two reports suggested any basic change 
in the income tax structure* Th® taxation Enquiry CcKamission, 
with its suggestions of high Incoimi taxes and special surcharge, 
compulsory deposits etc*, Indicated the need for still higher 
taxatiem, while Mr* Kaldor si^gested that the highest tax rate 
should not go beyend 4S^* 

Hone of the two suggestions, in this respect, nan be 
tahen as suitable under present Indian conditicno* neither the 
country can afford ttm luxury of such a low percentage a® 46!^ nor 
it shoiud tux at a rate as high as or so# Cxi cm® side there 

lo5iK<a 

is danger of (leoslng revenuos, allowing Income differences to 
exist, raising expenditure demand on luxury goods, etc#, while 
on the other hand there are unavoidable chances for tax evasion®, 
cocruptions and loosing revenue In turn* Kevertheless, there is 
always a more ociafortabl© ar^ desirable position between the two 

extremes* 

Provision for Savtosi 

Besides the fact that persoaaal Income tax in India is 
highly progressive, it contains little provision in respect of 
fostering personal savings* Abatements have been glv®Ei in 
taxable incomes towards the payments for life Insurance premiums 
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and tlio cscaapulaopy provident fmda^ lint those are neither 
enough nor of any practical use* 

Life Insurance policies can oily be taken up by perscma 
who have - regular incomes and can manage to emtinue the 
premium paym^ts* fhls condition to a very great esstent limits 
the incentive to save inspite of the given tax abatement in this 
respect* 

The abatement in respect of provident fund contribution 
is also of little practical use on accoimt of the fact that these 
cmtributlcns are generally compulsory and they will be made even 
if there is no abatement on this account* Moreover the provision 
of contributing towards the i^rovident fund is limited to a vej^ 
aaaXl class of stilary earners* 

It has been noticed that during the plan periods 
sufficient emphasis has seen given m these two forms of aicour* 
aging personal savings* fhe initial rebate of cne-sisth of total 
income subject to a maximuai of Aj»*6f000| was raised to one fifth 
of total income subject to a maximum of i4*8>0(X) and again to one 
fourth of the total income upto a staximum of *5*8,000. 

!Ehe present rate of rebate, it can be se«n, is appli- 
cable to income earners upto a maximum of l^£,32,000* Previously 
it wus given to income earness upto aij*dOfOOO« In view of fiidia*! 
per capita income of less than *^s,300 per year, Incomes such as 
aa*38|000 or iis.'l0,000 can not be considered as small ones* Taxes 
p^abie at these income levels at the present rate of taxation 
are only is*i,624 md ls*12,024 respectively. Tax payable at 
as.84|000 is te*3,864. fax ridjate to an extent of ii3,8,000 would 
mean a serious loss to the public exchequer. Besides, this 
expectation that » an individual earning iss.3E|0Q0 would aav® 
aa*8fO<X> find would pay *5*3,864 as the tax (that Is in all «s*llfS6^ 
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ser'^es to support the cuse for a higher taxation at such a 
ievcl of iacorae* 

lahlisg the case of a married individual (as in India 
practieaxly all get married) earning >.s,i0|000 per annuMf can 
save aoout 4.13,2509, if he saves upto the BmxiHitM peraissibl© tax 
atatoiaent limit that is .c,2>S00, In tliis case the incentive to 
save is too little, 

ieztf taKlng the case of still lower incoaiesi such as 
-s,S|0CX) or sof it is far from Oeing real that an individual 
»joui.d think of Investing -s,100 per mnth to save a tax payaenti 
as little a® jss.S/** per month, fills clearly sho'js that this sort 
of saving incentive can only be popularised if income tax rates 
on lower incemes are higher than vihat they are at present. It 
may appear amvimlttg that an ladidldual will save ;.£,100 per 
menth to escape a tax of .^,20 or so but never to escape -u.S/*** 
iio far us the middle income gremps are concerned| the present 
tax rebate seems to be too high and clearly indicates the scope 
for higher tax rates on those groups. 

On the whole it can b© concluded that personal laeoia® 
tax in Ihdia is very low on l<^er Incomes and very high (especia- 
lly in view of other taxes such as wealth taX| expenditure taXf 
capital gains taX| gift tax etc,) caa high Inccmies, Besides it 
proviaes little incentive and exemption in respect of personal 
savings, Tim struotw*© of Income tax Is highly complicated and 
cai-es too Buch to Judge the ability of the tax payer and the type 
of isicome. The fact that income tax revenues have been failing 
from time to time Inspite of rising mtlcnal Income, provides 
sufficient proof to the effect that too lenient and too sever® 
dealing tewards various income groups has be«n practiced, fh® 
aim of taxation for development finance should be to foster 
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uonditltns congenial to sound devolopaont. Too imjch eonsiden- 

CKiL 

at ion on memSf affects the process of^-4«s4 realisation 
adv®rseljt The saying that “he who pleases ewrybodyi please® 
no body*’ 3m® stood the test of time and this principle cm 
remurkahly fit into the |;rlncipxes of dweioi-'ssent finance. 
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KUTICm OP COMPitWY IHCOMK 

dimlQtiXXy there are t»o taZ9B on a conapait^ or 
Corporati<m 1» India* They are the (X) Incoia® taxi and iU) 

Super tijx* isut u company laay haw to pay some other taxes imder 
particular circiiimstance's of dividend distribution or the like* 

Incoiae ta:c on companies. Is supposed to have o®« paid 
by the companyi on behalf of its sliar e-holders* Tite dividend 
#h.ich share-holders receive its equal to their gross dividend, 
minns income tax on the gross dividend at the maximum imrginai 
rate* Then the gross dividend of each individual share holder 
is calculated and income tax payauie on it la found* The excess 
of Income tax paid by the compare on behalf of the share-holder, 
over the income tax payable by him on his gross Income, is 
refunded to him* Thus share-holders get credit for the income 
tax paid by tfm oompmw their behalf* But, no credit is give* 
to share-holders for the income tax paid by the company on the 
undistributed profits* Tljie tax on the laidistributed part of 
company* s profit is bora® by the company Itself* 

Inccm tax on companies, till March 31, 19S?^ was 
levi«Ni at a flat rate, equal to the oaxlmtm marginal rate of 
personal Income tax* Thus companies ¥irere taxed at the rate of 
4 a rupee, that is 20 from 10SO*<S1 to 1936-67* This was 

a reduced rate against the preceding rate of 6 annas a rupee* 
Ti^re was no surcharge m income tax In 1960-61. But In 1961-62 
tim first year of planned econceiie development in India, a 
siyQpcharge equal to l/feOth of the liusome tax, was imposed* 

Fro® 1067-68 the IncoaiB tax on company profits wm 
increased from d annas in a rupee to 3C^* The surcharge on 
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tocoTO tea ©Qual to l/20tli of fcia payable | remainetii tmoliaisged# 
Ttmeo ratee cootlntiecl tii.1 the eaad of the Secatid Piaa* 

^111 19SS a rebate of one mmx a rupee isas giwn caa 
lanciistribated profltS| ®ith a riesr to erajowag© the pxoTUghiisg 
back of profits to thst coapany* fhis reoate mas ailwed to ca»® 
of companies other tlian 23 a Coaijanies, fhe rebate was abolished 
by the Ftoame iict, 1056 and a new sclie« was totrodwsedf to 
dleconrage tlie distribution of dtoldendSf thnough the imposition 
of differential rates of corporation tax* 

insides income taXf eaapanios are iiabx© to pay a 
sni3or tax or the corporation tax* Corporation tax is payable caa 
the total income of the company and ml ike the tocouie taX| no 
part of it is refundable to the shareholders* Rate of corporatio 
tax from 1951-52 to 1962-63 was 2*5 annas per rupee and it was 
later tocreased to 2*?6 annas per rupee In 1963-64* 

Ihe corporation tax has also been subject to i?arious 
rebates* J:Saialler ccwpanies were charged at a lower rate than tbs 
big companies* The second rebate was given to todian compaiiies 
against tim foreign companies* This has been glvm with a view 
to encourage do^stic enterprise* The Justification for charging 
a higher rate^ie corporation tax from foreign companies Is that 
the dividends going to foreign share-holder® are not considered 
as income arising in todla$ and on accomt of this f^t the 
public exchoQuer has to ^ e os e - suf^r tax^ otterwise chargj^lCf cn 
the ineeiia ' te these dividends* The higher rate of corporaticn. 
tax on foreign companies is levied with the totmtlon of recover ' 
tog this loss. 

The Finance Actt introduced another rebate to 
or^r to ©hack the tendency of declaring excessive difldends and 
ti» iBmm of bonus shares, ^ith this inject a higher rate of 
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swpej? t«AX or tine corporation ta* ms fixed tor ail companies 
and appropriate rebates .3ere given to companies whieh did not 
dlstribnte dividends in excess of tiie prescribed percentagCf or 
did not issia® barns ebures, Tbi® rebate was previonsiy given 
in Incoa® tax and l^om 19S6-«3?| it ms given in the corporation 
tax« 

fho'ratc of corporation tax in 19SS-66 was 4 amas 9 
pies per rnpee or a&owt 30^ and the two above mentioned rebates 
were allowed on it. In 1966-67 the rate ms raised to 6 annas 
9 pies per rupee or about 43;^ and the rebates allowed became of 
three types* 

!ffhe total tax payaoie by a company in 1956-57 were 
43*43^. (For companies which did not distribute more than 6^ of 
their tiacabie profitsi* fhis tax consisted of 26*26> as imom 
tax and the surcharge on itj and 17*18.> as corporation tax* It 
has further oem estimated that aiaoxmt refundable to the share- 
holders cm account of the inccmse tax adjustments was about 10.67^ 
of the taxable ccsapar^ income and thus the incidence of taxation 
m company income in 1966-57 came around 3B*76> oniy*^ 

From 19S7-SB| corporation tax payaoie oy compaJiies is 
forsaerly but after iuXaa ing for various rebates and allow- 
ances the rates appilcaole cm different companies are as follows: 


Indian ccaspany whose total assessable 

Inccmie Is not amre than as*26f000 

16^ 

3Endian company whose total assessable 
tecom® is more than c»*26t000 

20:* 

Foreign company 

30^ 

/ 

1* B* DasguptaJ Our plans and Our Public Financei Page 64* 


206 

file aljove meiitioned ratee are applicabie cn tJie assess 
aal© immma oth&v than dividends form a sni^sidiairy?' Dividends 
tiiat a company receives from an Indian subsidiary is taxied at a 
rate of 3.^* 

In XDS?-S8 the total tax payable by companies na® 
51*SC^ of the total profit, i,e* 31.5> as income tax and the 
surcfiarge m it pins 20^ as ti» corporation tax* 'according to 
estimates ubcut 13*80?# of the toX yiua given as refunds to the 
sliareholders cm account of udjnstmmts in the incoae tax* fhus 
the total Incidence of income tax cn companies In that year ’^orkc 
around 37*70|^, against 32*76;^] d-uring the year 1DS6-87* 

fiates of corporation tax c» bonus issued and excessive 
dividends in 1957-S8 mre as given below *- 
Ui bonus issues 

Can dividends distributed in excess of 6^ 
and less than 10^ of paid up capital 

On dividends distributed in excess of IC^ 
and less than IB^ of paid up capital 

On dividends distributed in excess of 18^ 
of paid up capital 

Soxtf in order to proimite corporate and business inves' 
jaent some other ccncessions are given* Firstly, profits of new 
industrial undertaKingSi upto a maximua of 6;^ of the capital 
employed, is exempted, from tax, for a period of five years from 
the date of ccamuencement of production* Dividends frcai such 
undertakings are also subject to this ©xompticm* Secondly, a 
deveXopwnt rebate is giv«i for investmint in t!»! instalment of 
plfibit flpd machinery for business purposes* fhe rebate may 
continue upto a period of eight years if profits In tl» year of 


30 ^ 

10 ^ 

20 ^ 


/ 


a comiNWSfi whose ^ more of share capital is oined by 
its p^t csxBpany, is defined as a subsidiary* 
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inirestiaeiit; are insufficient. Thirdly | audit ioml depreeistiois 
axioBoriceSi equal to normal onaesjoare allowed in reepeot of ail 
investments in plant machlneryi and bulictiJtigs for th& first five 
years after the investment oonccrned. 

It can he seen that the rules r^arding tte taxation 
of company profits in todia are sufficiently complicated and 
oubloet to too many loopholes. The fact that com"’ any profits 
ore taxed at a ioier rates as compared to personal tocoraeSf leach 
to the practice of tax evasion oy many Imividuals of the rich 
class# Kich individuals form a company | only in order to avoid 
higher rate of income taxation* Such private companies) the so- 
cuiled 23a companies! are mtmerous* Host of these companies are 
offfitod by very few persons* Mcordlng to the estlamtes given by 
the Taxation Enquiry Cofflr..lssiont in 1953) 86il of such companies 
¥#ere controlled by four or less than four persons! about of 
such companies were omed by cniy one per sen. Thus, the practic- 
of forming such companies or the so called closely held corpora* 
ticfiS leads to tax evasion* iihare-hoide. s or the owners of such 
compimles heep much of their profits unaistributed to avoid 
personal income taxation* Though there are separate rules ■. 
governing the taxation of such companies, yot such a scheme aahe 

the tax ^stem all the more complicated* 

In the words of tbf. hicholas Kaldor, oompai^ taxation 

pro\”ision in India is ”a perfect mas# of mnecessary compllcatlc 
The division of companies Into different types of com* 
panle© and them mahing for various co 1 w 0 at.lt.n 8 and rebates, aiah€ 
ttm tux system extremely complicated* This indicates an absenci 
of a clear cut policy in this respect and gives ro<» to nweroui 
loopholes for tax evasions. 

/ T T« Raforat meholtt# Kaiilorj Fag# 86. 






So fur m mmptitms and rebatea are concerned ttm 
rules do not ecsntaln my provision for providing greater «Eici>«ra 
ment to the industries of nationai iBoportanase* Oevalopaent rebat 
as appllcaoie t© aii types of business taiaertdkinga, ©iwcursg® 

tfiose promotions too liliich may be of least is^ortance to the 
nation* 

111 the Cause of country* a eecmonlc derelopffient duriniE 
the two Han periodsi changes in respect of conpany taxation h.iv 
contributed very little but for the last two years. The followin 
table gives the revenue figures for corporation tax frcw 1@60«S1 
to 1960*€1 *• 


lear 


§jmataLjm 

average 

1960^1 

40*49 

. 

1951-62 

41.41 

• 

19^-63 

43*80 

38.67 

1963-64 

30.40 

38*00 

1964-55 

3?.33 

39*96 

1966-66 

37.04 

42 .48 

1966-6? 

51.18 

47*80 

196?-6$ 

66*13 

61*06 

ima^B 

64*33 

31*14 

19SMQ 

106*66 

m 

19^-61 S.Bt 

1^.60 

•na 


From IW m«ards receipts | on account of the corporal 
tax» have showed steady and steep rise* The rise in receipt wert 
nalBly on account of Increase in the rate of corporation tax« 
better introdwtltm of excess dlvld«od8 tax and then again a rii 
in the rate of corporatlca tax to bsJe® against the loss reeuitit 
froa the aboliticm of wealth tax m ccmpanies* In tnrxif expansic 
of business has also been a factcr# 
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WIOM KitCIiiE UUIKS 

fia, 19S0-61, the yetiT preceding Indians pXaimed 
cier-eloptaent period} there were twiive urticXes which were etth* 
3©cted to Union liscise Duty* they were (1) Motor Spirit j iZ) 
Kerosene Olij (3) Siagari id) Matches? C6) Steei Ingot? iS) tyre® 
and tiibesi (7) tobacco? (8) Vegetable prodiasts? (9) Coffee? (10) 
tea? (11) Cotton cloth and (12) Coal cess* .besides there were 
some raiscelluneons receipts on accomt of llniant excise duties to 
fh© role of excise duties has isainly been to raise 
funds for economic dereiopment by cutting consumption} especiaxl 
that of non-essential articles. With this rlew rates of excise 
duties hare been revised from time to time and new excise duties 
wore imposed <m several articles* 

In 1963 excise duties on Artificial bilhf Ceiaentf Soai 
and Footwear were Introdwed* then in 1966«»66f sloolen Fabric® | 
Electric Bulb®} Kiectric jsatterieSf Paper (excluding newsprint) 
and Paper hoard? and Paints and Varnishes were subiected to «xo2 
duties# Lati.ri Vegetable non-essential oil®} refined diesel ol^ 
qifrifi Vapouring oils were also included in the list in 1966-67# 
Now (1960-61)} there are thirty sevei (excluding 
miscellaneous) articles which are subleoted to Onioi excise du^ 
They aret (1) Motor Spirit? (2) Kerosene? (3) Sugar? (d) f&tcfxs 
(6) Steel Ingots? (6) tyres and Tubes? (7) Tobacco? (8) Vegetab 
Pr«tacts? (9) coffee? (19) tea? (11) Cotton Cloth? (12) art Sll 
(32) CeJMCt? (Id) Footwear? (16) Soap? (16) w'oolen Fabrics? (17 
Electric fans? (la) Electric bulbs? (19) Kiectric dry batteries 
(20) Paper (exiludlng newsprint) and paper board? (81) Paint® 
and Varnishes? (82) Vegetable ncn-essential oils? (23) Eefteed 



rising steadily « 

The following taoie glires the rerenues from Central 
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Il» laportanoe of oommodlty taxation In underileve- 

s 

ioped comtries la a matter of conmoso con^mam» Oa aocoimt of 
the fact that very iittle percentage of the population falls in 
the iBcoae tax paying group, it is not possible to raise thi 
required amount of revenue resources, and the financial coopera- 
tion of vast masses can mly be commanded through the impositicn 
of tax on articles of conauniptlon# i/lth a viei® to finance the 
activities imd the projects of cowmon benefit, It seems quite 
rcasomole to tax eosmon man* besides, tl»s process of 
economic developiaent itself calls for a sacrifice from people as 
a tshole* The huge financial requiruments can oily be met by 
relatively cutting consumption and ploughing back Incoro incre- 
ments, as far as possible* Bconcaiic develop»nt being a contlnuo 
process, the ploughing back of tte rise in national income has to 
become a sort of regular practice# and «3hen efforts are directed 
to bestow benefits up<xi coimai people, and transfer resouuwjes frc 
high Income group to the poor people, it Is nothing but ;3ust to 
tax the commcn man who, otherwise, is expected to increase his 
consumption* 

In normal days the purpose of excise duties mainly 
used to be to check and discourage the emsumption and use of 
undesirable and luxurious articles, ijut In the light of tim 
ecemomics of developjent finance, its maior function becoiaes to 
cut consumption, to the extent they are indispensable for human 
life, to raise finances for ectmomic deveiopaent and to check 

inflatim. 

Till 192S-2d there were only three Items which were 
subjected to excise dutlesf they were cotton piece goods, motor 
spirit including power alcohol, and Kerosfflc® oil* after that 
year the duty on cotton piece goods was abolished and tlius, idwri 
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remained oniy t®o iteras which were snhject to this dutyt Ihity 
on Stigar and Matches were Introdnced as late as 1934*35* 
fobacco was included in the j-ist in iSdl-dS# Thus with tim 
rociulreiaents of tlm®| the duty was extended to increasing 
of items* iith its new role in the econcaaics of country's 
derelopment| not cnly that the numhesp of articles sub^eoted to 
union excise duty were increasedi their rates also ‘were subiectei 
to upward adjustment. 

The following taoie gives the list of items which 
were affected oy rise in Unlcm iixeise buties und the items whici 
were added to the list of excisable commodities during the yeari 
1961-52 and 1960-51. 
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Sefor® tl3» advent of planned oconomlc developwnt in 
Indiaj Cnstom duties formed a substantial part of public revenues 
In 19S0-61 Customs fetched «3,1S6.06 CroreSf wh5ch cmstlttted 
aboi t 2(y$ of the total Central and states* revenues* This staa 
accounted for *vc*107,70 crores as import duties and .ii.47#36 Crores 
as export duties* nut isith the increasing rc8ti*ictionc can impor' 
and exports, in oruer to encourage domestic entei* prise and to us® 
the iiiaxiMBQ available foreign exchange for seciiring the capital 
i*e«i.ire£aents of developasent, customs lost their importance* in 
19S0»6O| customs accounted for *a*lS6,l (a/c) Crores onlyi w*3lbft- 

14 - 84 

Crores representing the import duties and ■^i:*-3 .6 ' *95 - for the export 
duties# The shore of customs declined to about in the total 
Central and states revenues* The place of customs has gradually 
oeen taken up by the Central Excise autles* Tho estiaiates of 
1960-61 (revised) put the bnion Excise Revenue at ^ia*394*98 Crores 
that represents about 22 percimt of the total public revenue in 
India* X 

^ There are three basic functions of commodity taxation 
in a develofslng underdeveloped country# Firstly, it has to be 
resorted to raise revenue for economic development* Par this, 
it should be such, that it reaches the population and covers all 
that class of people whose taxation, through direct taxes, 1® noi 
possible an accenmt of administrative difficulties, as their 
incomes fall below the tax exemptlcai limit or they stay out of 
the monetised sector* In the light of this function, taxes on 
cloth, kerosene, sugar, matches etc* are justified* Then to 
this tax of m equitable nature, it becomes necessary to tax 
articles of necessity at lower rates and that of luxury, at h 
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Is jtastified against ccaaparatively high rates on fin© and super* 
fine clothes, and the like, 

file second functlcn of coramodlty taxation la to out 
laas® consumption and release resources for tafostaient on «tef®i©p“ 
mnt* The statement neither needs Justification nor elaboration 
that necessary articles, in Tieis of physical and mental develop* 
ramt of people, should be spared from this taxation* iirticle® 
of secondary category, ishich are not necessary for life should 
be subjected to tax, with this view* Tobacco, footwear, betal* 
nuts, paints and varnishes etc* are articles which are of custo- 
mary us© and witlK>ut which one can very easily live# 

Its third function is to combat inflati<m* iith thii 
view excise dutg^ should be imposed m articles, which are expect 
to come in Immediate demand as a result of increasing incoi^s ol 
the people of lower income group* It can be thought that rise 
in income of the lower income class, next to food articles, wil3 
give rise to the demand of articles like soap, ccwaastlcs, glass* 
ware, tooth pastes, brushes, electric fans, wristwatches etc* 
faxes on these articles and the like help perform this fumstim 
of coffloodlty ta xation* 

smong the excisable commodities the largest single 
revenue cmtrlbuter is cotton cloth* i>3,64*60 crores were raise 
as excise duty on cotton cloth in 1067*68 against a sum of i«*0* 
crores in 1860*61, this revenue increased by about 7 times 

within a period of ellfht years. 

largest excise duty conta»ibutor commodity In 1860^: 

was tobacco* 6ii» raised on this account was crores in 

that year* In 1067^68 on this account *8*46*48 crores were raJ< 
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a iialf times o^er the eight year period. 

fhis is simple fact that Importance of clotlws is far 
more than that of tobacco* Tobacco is customaijy conswmabl® 
coModlty* Its consiMpticn neither adds to nowlslment nor to 
the feietterment of aigr other himan facility* desideSf tobacco 1® 
a profitable eacport conmodity as well* A higher excise duty m 
it would not only discourage its internal consmaption bat will 
open more profitable chances for its export too. It is very 
strange that duty on cotton cloth has oeen rising at a faster ral 
than it imreased on tobacco# 

Hates of excise duty^ on troaKcrnfactured tobacco at th 
rate of -i»2,50 per kllogramf is too low* Similar is tl» case of 
cigarettes and biris# Maxlmim rate applicable on cigarettes 
(in 1960-61) is ivs.23*7S^ per 1000 cigarettes on cigarettes which 
cost more than as*3S per 1000* These rates go on reducing and 
minimum duty is on quality where 1000 cigarettes cost less 
than as*7,50 nJP* In that case the rate applicable is a5.l/20 per 
1000 cigarettes* The quall^ of cigarettes is derided into elgt 
categories according to their pricesi and duty rates Increase wd 
tlie price of the cigarettes* The minimum duty (that is on the 
cheapest cigarette) is 12/100 nP* on one cigarette and the 

(that Is ou the costliest cigarette) is about 2*4 nP* 


per cigarette* 

The duty cn cigarettei an absolutely non-essential 
consiaspticm eawiodityi is extremely low* Besidesi their divisi^ 
into eight categories C a number greater than the nraber of ala 
for Incooe tax purpose) is wasteful* Similar is the case with 
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biris* Blrl is a thing that 1® smoked by a very large nuimber of 
population* fh© cause of evoking is only habit* iioys fro® theli 
very childhood develop the habit of smoking because it is easily 
within their reach caa account of its very low price* It is very 
necessary to tax this non-essential consumptlcn article at a far 
higher rate* 

Coming back to the duty on cotton clothf it is 

interesting to note that fine and. superfine cotton fabrics are 

taa:ed at one single rate$ and medium and coarse fabrics are tax©' 

u, 

at another cne single rate* ThptSf for taxation purposes all 
types of cottcm fabrics ranging fromt say He* one per metre to 
*is* ten per Mtre are classified cnly into two categories (This 
again reminds of classifying cigarette© into 8 categories)* &. 
poor man would have to pay 30 KP. as tax for his necessity whil* 
a very rich man will pay only 45 nP. for his liscury* The diffei 
mtiation is quite opposed to tli© laws of equl^ and with the aj 
of cutting consumption toO| meditaai fine and superfine clothes 
deserve a higher rate of duly* 

i)uty on Art Silk and raym fabrics at the rate of 7 
per square metre is extremely low. It is true that these infan 
dcaaestlc industries deserve «icouragement but their worth is 
certainly secondary to the worth of coarse cottcn clothi which 
an essential requirement for a very large percentage of the 
coimtry*s population* 

Sugar haSf during the planned developswnt perlodf 
acquired sufficient imiiortance in view of obtaining revenue fr« 
union excise duty* Its share has risen from ^6.46 crores in 
1060-*®! to Ks*42*75 crores in 1057-S8* Part of this increase i 
due to rapid rise In the producttai of sugar during the period 

TC»Kn-.m 
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thousand trass in IQSS-SdJ” and to 2446 thousand tons in 
(prodiKJtion yoar)^# Tlw second reason ca? rising ^oinros of 
receipts from dnty on sijgar was the increausing rat® of duty ®n H 
With the rising incomes of the individuals of lower 
income group, as can easily m understood, the demand for sugar 
increased at a rate greater than the rate of its supply, and it 
become necessary to raise its duty* Besides, rising duty on 
stigar is iustified isith the view that sugar is mostly used for 
cranventicnal necessities* In order to restrict consumptlm, whi 
is the foremost pre-requisite of economic development, duty on 

sugar becomes unavoidable* 

In 1969, the rise of excise duty on lObandsari sugar 
attracted great controversies but the present duty csk Khandsari 
stsgar at the rate of a\ 3*11 per qulntalf against a duty of hs*22*ll 
per quintal cn crystal sugar is not tmjjust* Ihandsari sugar is 
used mostly in vinlages, whore the |x>pulation escapes many of t 
taxes cn account of the fact that they exist in a non-mcnetlsed 


Duty m motor spirit, rising froa x»s.2*08 crore® In 
1960-61 to its*2©#86 crores in 1967-68, has becraw a very import! 
source of revenue* In order to racisure a better utilisaticn of 
this scarcely produced comt-iodity, it is necessary to impose a 
high duty on it* But the only trouble with this is that Its u 
is also BiMle for transportation purposes# rfhen essential good 
are tetsnsported from one place to snotiwr, say on trucks, duty 
m motor spirit Is shifted to the ccnswers of the tranaportec 


/ 


1 Review of the First Five leoT Plant Page 16* 

2* Statistical Outline of Ihidia 1961, fata Industries Pvt *4*' 
and Mia i960; Page 310* 

3. (bie Siulntal ** One Stodred Kilograms# 



221 

good©. If a dOTic© can be found out to ensure tJmt certain asaoua 
of motor spirit is being used for a given purpose caolyf It would 
be mop© equitable and lust to tax motor splrlt| wMcIi Is used fo 
transporting ©ssentlal goods etC| at a lower rate? and motor 
spirit used for other non-essential purposes at a higher rate* 

Vnion Excise duty on matches Is another Important It©; 
fill 1960-61 It constituted c large share In the total reranues 
from the excisei but nov*/ it has lost its rclatlvo importance, I' 
share hue declined from about 12/» in 1960-61 to about 6,6^ in 
1967-68, ^Satche© are used in fairly large nismber all over the 
cowitry, Masses can be reached and conrenimtly tackled by duty 
on matches. At the end of the &cond Plan the rate of duty on 
it was 66 nP, per 1|000 matches, this rat© is sufficiently lc®|^ 
especially in riew of the fact that in underdeveloped countries 
like Indiaf a very large percentage of people escape direct 
taxation* and not only that they escape most of the commodity 
taxes. It 1® mly through such taxes that mass consimptlcm can 
be kept into soi® degree of control, 

Ih place of ecancession in match excise on medium mkI 
cottage factory mad© matches* it would have been better to 
introduce the favourad>le dlscrimlnatioin teswards cottage industry 
by keeping their rat© at its then exist teg level and increase th 
€S*clse duty rat© on matches made by other factories, fhis step 
would not only have helped In raising the voluia® of revenue 
during the year 1966* but it would i»v® also kept a check on 
Inflation* which ciuring tt» following years caused caatlnuteg 
snexity and raised the cost of the Second Plan, 


222 

i^306 lakhs* fhe rate of duty m Kerosene was raise*! to 
by S)l and since then no effective change to it was totrodwed* 
Kerosene oil Is a necessity -to the lower middle class people and 
hence the matetenance of rates m It can amply be Jnstlfied* 

Among other excisable articles since 19S0 are !^es 
and tmoBf fegetabie prodnctSf coffee and tea* Receipts to 
respect of dnties on these articles have not shown my marhecl 
improvemmt over the two Plan period. It is strange that tea and 
coffee have been neglected to order to raise tte pnblic revenne 
and check mass consumption# lispecially tea is widely consumed 
item and on the other hand it can profitably be used to earn 
forelgh exichange* Receipts frcM duty on tea were ^^#3*36 crores 

i'i S p~ 

to 1950-Sl, i'.s#3#17 crores tnl'3M6^f .i3,3*l9 to 19^-5? and ^*3*86 
crores in 1957-®* Sparing teaj specially in the light of steeply 
rising sugar excises during the above mentioned period, is quite 
surprising* 


The new Items which were subjected to excise duty 
during the first two plans* period are Cem^t, yoap, Footwear, 
Wool^ Fabrics, Klectric Fans, Electric Bulbs, Electric Batteries, 
Paper (excluding newsprint). Paper Bob^d, Paints and Vamistes, 
Vegetable R<m*Essentiai Oils, Rayon and Staple Fibre, Motor Car®, 
alumtoluWf Cycle Parts, Intomai CoBEtoustion iii'iglnes, Electric 
Motors, Exposed Cinematc^ruphs films. Tin Plates, Pig Iron, Bilk 


Fibre etCi 


Vapouring Oils constitute the largest share and receipt® m this 

too* Receipts from excise duty on 


Amcxig tl» new excise duties, refined Etoisel Oils and 
HI a constitute the largest share and receipt® m this 
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and the yield was expected to go up to l&m& ixi 1059-60* 

Rext to it| Is Cementi whore the rise was expected trm fta*2S2 
lakhs in 1955-56 to tvs#i|403 lakhs in 1959-60* Rise in the 
receipts fr<m excise duty on regetatle non-essential oils has 
also been of a remarkahle degree* it rose fro® ^‘«j* 29 lakhs In 
1955-56 to iw*l|3^ lakhs In 1959-60* 

among tlje new exclsosj footwear and motor cars ororide 
an excellent example of the tax policy* Fottwear is a necessity 
and it la used by all except rery poor people, against it, motor 
car is a luxury and tiiat can only be enjoyed by very few people 
who can afford to invest a large sum for its purchase and high 
recurring maintenance expenditure, 

Presfflat rat® of excise duty on footwear is t«n percent 
ad valorem. Compared to this, duty on motor vehicles is very low* 
iixclse duty on motor cycles, scooters, autocycles and 
other three wheeled vehicles is charged at m® single rat®, i,e, 
i!J5*176 eiash* fh© average cost of such articles may b® put at 
ijs,2|000. Row .ii,175 on a luxury thing of such a high value that 
is sosi© thing about 9^ ad valorem is very low* 

Roi for duty purposes motor vehicles have b«en divided 
into two categories* Motor vehicles of 16 Hors© Power and below, 
are charged at the rate of a%l,000 each and motor vehicles of mv® 
than 16 Hors® Power are charged at th& rat® of .is,3,000 each or 
15^ ad valorem (whichever is greater). Bat® for other thm these 
is iss,S|000 each or 12*5^ ad valorem (whichever b® greater)* 

fhe first defect in motor vehicle duty is that it does 
not differentiate betwe^ the purpose of its production* Skxa* 
motor vehicles are produced in order to develop transport 
facilities In the country and other® fer private Itaniry purposes* 
fh® claim of transport motor vehicles is naturally superior to 



that of tlie ©tteff t 3 rp 6 S, 
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SecoRdi^Ti tte rate of doty on it Is stirpriaingly io®# 

A motor car I Cof iess than 16 H,P,) or the iite is Xiahl® to ooNSst 
scsM thing Dotieen iA*10|000 to «iS*60|0CX) or ©Ten more* fhw s duty 
of /3*1,(XXS cn it that i&f less than IC^ ad valorem is qtiit© 
mjnstf It is wtcmg also ®lth the point of vie® that whether the 
car costs :i5,10|000 cr 60,000, duty m it Is same 4*e# ^.1,000. 

This Is neither eqnituble nor as much as it should be* 

Receipts aci accourit of duty m footweiir rose from .45*84 

- S’© 

lakh in 1956^to ivs.106 lakiis in 19S9-60 (estimated) . fhe rise is 
very little and serves to show that inspite of over 4 ercre rise 
in population and rise of per capita income during that period 
the cciisimption of footwears has not Increased to any appreciable 
extent* On the other hand collections on account of duty m motor 
cars has risen frc^ nil (or negligible) In 19S5-66 to lakhs 

1*160 - 6l tbvjevV'.is 

(estimated) ln / l 8©9 *6Q-* The rise points outw«?4©| the accumulating 

^ '■ 

money in the hands of richer section of the community and the 
rising demand for motor vehicles* 

Buty on art silk is another item which has compara- 
tively been neglected to a considerable extent* The rate of duty 
on it is 7 nF. per square metre as compared to 30 nP* to 46 nP* 
m cottce fabrics* 

Oti»r than these there are several Items which were 
added fremi time to time for unioa excise taxation, but the yield 
through them has been sufficiently low. In a nutshell it may be 
said that though the volume of receipts frm union excise duties, 
as a whole, has constantly and appreciably been rising but its 
dlstributicjn amoiig different items has neither been equitable nor 
ctaduclve to the atmosphere of savings* Besides, it is surprising 
that at a time of expanding the au^er of excisable commodities 
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refipigeratops, padiosji cosaaticsi siik> allirepi preoioiis-iaetals, 
glassisarei chlnaware, air eonditioning aiaehiiic® ©tc. (many of 
hme boon IncAnded after 1060-6X) wer© spared and several 
other items of considerably lesser importanc© «ere included* 
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*iB it lias already been explained in tlie foregoing pages 
tfiat liiate^'ea? little aEionnt m mderdeveloped comtry saveSf a 
great part of it is spent for the acciaiaulation of personal 
fiealth, l^cai-ecctiomlc sa’riiigs sach as cash hoarding! coastrac- 
tloR of iTOorloas bolldingsi purchase of precious stcues and 
onaamentSf purchase of land for the sake of social prestige etc# 
Is a matter of coiwm practice aciong those limited nu!ah«r of 
people of underdeveloped ccmntries tsho possess some propensity 
t© save* 

She atteapt of the fiscal system of ** developing country! 
in this connection! Is naturally to discourage these sort of 
savings In future and to tax the accumulated aealthf so that pri- 
vate wealth accuisuiation may become costlier for the owners and 

they may release it to 'be used in the interest of country *s 
1 

development# 

file Cambridge University economist! htr^ Kaldor also su- 
ggested a tax eaa wealth of the people# lie suggested the wealth 
tax, along with the income and super tax, on grounds of equity 
and as a measure to increase the volume of public revenue# As 
regards the question of equity, he was of the opinion that an 
individual* s capacity to pay taxes does not only depwid on hie 
current Inccmie - it also depends on his other permanent economic 
assets# 

fhe wealth tax was Introduced, for the first time In the 
Indian fiscal history with the l©S7-6d budget* It proposed to 

fhis' endorsed by the linited Mations* expwpt®* 

2# »f. laldori Indian fax Befora# 
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lery a, tax on ti» net wealth, atoire the exempted Xerel, of to- 
dliridtials, jfojtot BAM.V famlliee and ccaapaniee* BPOl»Pties whicii 
lore ex«pted fpcxs this tax were, ^rlcnitisrai properties, prO’* 
perties heionging to religions and eharitahie trusts, 

¥iopks of arte, books, household effects (opto a maxlimM of Rs* 
26,u00), investiuent in certate Government securities, the balance 
of the providcaat funds and iife instirance policies, shares of the 
new Indnstrial coapaiiies etc. 

Companies relating to iiurJclng, Irjtsixrance and shipping 
were totally exempted from this tax. besides, new Industrial 
companies were to get exemption from wealth tax for a period of 
five years after the date of their establishment. 

The basic exemption jiiralt of wealth was Hs. 2 lakhs In 
ciise of indlvidnals, ks, 4 lakhs in case of Joint Hindu families 
and Bs, 5 lakhs in case of every company. The rate of wealth 


tax was initially as follows 

In case of every individual ’• 

(m the first rupees two lakhs of net wealth Bil 

On the next rupees ten lakhs of net wealth 
On the next rupees ten lakhs of net wealth 1*C^ 

On the balance of net wealth 
In case of every Hindu uridivided family s 
On the first Bs*4 lakhs of net wealth Bil 

Ca the next Hs.G lakhs of net wealth 
Qa the next Rs.lO lakhs of net wealth 1.0> 

the balance of net wealth 
l3x ease of every Coiapany * 

On the first Rs*« lakhs of net wealth 111 

On the balance of net wealth 0^0 
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at the time of introdwtim of the sealth tax in X 


it was estliaateci that it aouid affect about <i6j000 indlvi 




r#Mira7i#T?i 


liwTF: 



estlEoated that a smt of iis*12*S crores wonid be raised hy this 
tax in 195?-6a. 

The iTitrodnction of armuaX wealth tax is heyakd dcad?t an 
effective and a desirable aeasare ii* view of discouraging uneeo» 


nomic savings, dut in vie«^ of Itidia's present needs and its 
deep rooted eonventionsj an eKWiption of personal wealth of Rb* 8 
lakhs for an individual seems to be too high. The tax fifee slab 
as suggested by Ealdor was of Hs#l lakh % and the suggestion 
was quite reasonable. The second thing he suggested was that 
maximm rate of tax should apply on the portion of wealth above 
Rs,lS lakhs^ while according to the actually adopted ratesf the 
ijjaxiimmi rate applies on incomes above tis,22 lakhs. The upper 
llait also seems to be too high, 

iyccordlng to Fir, Eoldor “for the sake of equity f as well 
as administrative efficiencyi it is easexitial that the tax should 
be comprehensivet i,e* cjxtending to all forias of property* The 
IncAusion of agricultural property In this connection may require 
a ccnstltutlonal « 2 «ndaent, Property in the form of bank 
balances, Jewel and valuables above a certain limit, say, He*5,CX50 
as well as real estate of aU kinds, assignable rights with a 


marieed value, the ownership of stocks and sJiares etc, should uXL 
be comprised in it,’*^ but in coimecticm with this tax too, many 


exempticfis have b^n granted. It has been accepted by ecmiwo 


Budget 19S7'-BSf Taxaticm tleasures Explained. 

2. h* Kaldcwi todiaa Tax Beforai Page 19, 

3, i* I5isld»* Ihdlsn Tax Refopsti Pages 12-20* 


229 


cc'nsenstis tM.t chances of evasions and avoldanc©® Increase with 
the nniahep of exesiptlmsi abateiaents and other prorisiems* 

Seme changes In wealth tax were Introdixsed by the Fiaaiw® 
act of 19SS^, Ttese related to “increase in the rate of wealth 
tax payable by Individuals arid Hii^dn mdivlded families by a M 
at each slab,” Thus the new rates in respect of individuals 
became as givaa oelow* 

.M....case. of .iaaiyiduaM i 

On the first rapee& two lakhs of net wealth lil 
On the next rupees ten lakhs of net wealth 1 per cent» 
On the next rupees ta:i lakhs of net wealth 1#5 per cent. 


(Ml the balance of net wealth 2 per cent, 

on the first ds*4 lakhs of net wealth 3811 

Cn the next Es*9 iaWis of net wealth 1^ 

On the next He *10 iakJis of net wealth 1*S^ 

On the balance of net wealth 2$ 


fhe weaxth tax on cwipunles was abolished the saa» year 
and the orer all rate of Coapasay and the Corporation tax wm in** 
creased accordinglyi to coapensat© for the loss of revenue in thi 
respect. The changes in respect of wealth tax on individual© 
and Hindu undivided families was ^pected to yield R®*2*S crores* 
The revenue on account of wealth tax lias be€si as follows? 


Yeay 

MtSmM 

19S7-63 

7,01 

1968-69 

9,67 

1969-60 

12ill 

1960-61 d,E* 

7.00 

1960-61 

7,60 


/ 1 * ci»r«cy end Finance Meporti li68*S9f B ©serve mk 

of Indiai Pag© 61* ^ v 

2, Heserve dank of India* Currency and Finance deport i 

-tCMirrt je’*! m €%4* 
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The loss in tlie \iieaitli tax reveime in 1960"61 and %h& 
foixotlng jeuXB wau on ^Aocoosnt of tiie fact that tim wealth taX 
csn companies sus dropped oat uy the Finance act of 19SQ and tto 
loss of re¥eime from tux cai wealth was reflected in the follow- 
Jjig years* 

fhe wealth tax Jias proved its nscfttlness hy yielding 
notable amount of rovennci taid its o«snital»le character* as 
corapareci to iiicoue, it Is easier to assess wealth a:id thUB 
this tax cemtains lesser ciionces for evasions* It does not 
cause tiiuch strain n-X)!! the aarnii^istrative efficiency and is 
eus> to collect. 

.;ith the point of view of equity too, wealth aiesng 
with tile incase of the assessee, forms a more equitabi© tax 
base as compared to the consideration where only current in^" 
come is do®Eod to be the i^easure of one’s taxable capacity* 

The reason, as cori'uctly given oy i-ir. wicholas haidor, is 
»tjMit the ownersiiip of property in the form of disposable 
assets mdms the property owner with a taxable capacity as 
such, quit© apart from the money income which tlmt property 
yields^’ 

In view of the economic effect of the wealth tax. It 
is liothiiig but desirable for financing the platmed development 
of an underdeveloped country* 


/” 1* I* feldort Indian tax Referai Pag© 20* 
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M^KHDITIEE MC 

The Esci^sfiaadit-ur® Tax is one of tli® taxes wIsielJ liav® 
Ijesn introduced on tfe® recosiTOiidation of the Cambridge Haiwr** 
Blty ecofiomlst, idr* ICaldor* It was lntrc,duc©d with the 19S7-S8 
budget wad cwae into fore© from April I* 19SB* 

The tax is payable on taxable expenditures incurred 
by indiiriduals and joint Hindu families. It is levied In res- 
pect of expenditure incurred durliig the preceding financial 
year. tax is levied in case of individuals and joliit Hindu 

families whose spendable IncoBie iincow left after the payment 
of all direct taxes i.e, income tax» super tax* the surcharg@s» 
wealth tax etc* hut not the eacpmdlture tax) exceeds Rs.SBfOOO. 

Many expenditures are deductable in order to arrive 
at the taxable exp€»iditur@« SavingSi investments^ expenditirres 
far business purposesi expenditures for acquiring > coastructlng 
or repairing immovable proper ty| repaynwat of loans t gifts etc* 
are excluded from the taxable expendlttires. 

From the total non-exempt expenditure several abate- 
ments are admissible which mainly Include a standard or basic 
allowance of Hs*30|000, and an additional allowance of Ks. 3,000 
per additional mefifeer of the joint Hindu family* A a»rriag® 
abatement upto a maximum of Hs*5|000 is allowed for the marriage 
of each dependent. Besides, parents* malntanance allowance ups* 
to a rnuTAmm of as*4,0D0, tMdical expauses allowance upto a 
of Hs*§,CK)0, foreign education expmses of dependents 
upto a maximum of Bs*8,000 etc. are allowed. 

After allowing for the above wmtioned exempt law and 
abateasfits the taxable expoiditure Is arrived at, and the expen- 
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1 

H 0 ir«aws on accomt of this tax havo bom as gXvm belmt 
1©S^?-S9 (.dnOget) 3.10 


19S8»^9 (Ee’rlsed) 1#00 

1968- 69 (actual) 0,64 

1969- 60 (iWOget) 1.00 

1959- 0O (Hevised) 0.80 

1969-60 (ivctual) 0.79 

1960- 61 (iludget) 0.90 

1960- 61 (Revised) 0.90 

1961- 62 ( budget) 0,80 


It is clear from the receipts on account of the €sxp«i- 
dltur© tax that itf at least Sn Its present form, has miserably 
failed. The receipts, even dvring the following three years, 
have aiMunted far below Ba*l crore against the target of Ks.3 
erores Sn the very first year. 

The suggestion for introducing an expenditure tax Sn 
India «as mainly based on !#, Kaldor’s arimmmts, given in one 
of his earlier work, ‘an Kxpmdittare fax* , which were developed 
in an «n-:todian background. fCis stay in (and therefore his toow- 
ledge about) India was extremely short and it was, to a great ex- 
tent, incorrect to apply the principles developed into one type 
of circumstances, to some mtlrely dlffisrent clrc^mietances* 

the inctmie tax staff in India is ill-trained and 111 
equipped evm to deal with the Income tax cases, l-laiy Income tsa 
cases in eoimectim with the past years are still pending. Sesidei 
the practice of large, widespread tax evasions in India, is still 


/'"i. "ah f Mure® relate to Reserro Bank of India’s Currmcy 

" ^ kSe for 1960-611 Statemmt S?. 
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qijite eoMaon, Ifeder smsh ciVQwmtsmQ^8f the introdiKStlan of a» 
expendltiEPe ta:Sj ?ii,th its several exemptlms and ij^batemwitSf 
seems qait© mttoeiy, 

as it has also bem accepted hy i*# i'Laldor hlaaelf 

that a tax should oe imposed in view of the administrative eiTi- 

1 

ciency tooj this tax is not suitable* iigalnt he has also expre- 
ssed that a progressive tax on expenditiire Is liable to raise 
many administrative dimealties and, therefore, he himself has 
not approved it as a wasire for mass taxation. It, then &mm 
qiiite striiiige that ho® such a tax could be found useful for an 
Widerdeveloped country v^ith a sufi’iclent degree of slack sdmi- 
nistratiouj 

iio far us the savli^s oEtcouragtog nature of the mpmf 
diture tax la ccncemed, It is true that It does discourage ex- 
penditure and thus encourages to save? but it does not discrimi- 
nate in the types of savings. It my very ’leii encoupag® uneco- 
nomic saviiigs such as cash hoaraing. It is very v/ell kno?m that 
uneconomic saving is one of the mjor probleais to m underdeve- 
loped comtry. Merc «acouragement to savings is not sufficient • 
what is aeedwi is the iiuxlmum flow of savings into the desired 
charnels* 

^inother defect of the exj)endlture tax is that it co- 
vers a very limited nwwer of Individuals, the number of indi- 
viduals covwed oy the exp«a:iditijafe tax was originally estimated 
around six thousand, which repi^esmts hardly *14^ of India*® 
pMbpulaticaaa* Qa account of the toeffectlveness of this tax to 
deal with the msses, the basic expenditure tax exemptioi l«fvel 
was placed at Hs*30|0Li0* For being left with Rs.30,oyQ to spend 
ajpter p^tog the income tax and super tax, one's pre-tax lnc«» 
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shoijM fee of the csrder of ‘is.66,000^ or laoro* Thi® high level 
has considerably reduced the nuiafeer of cases i^sfeich ccmld be 
affected fey this taJC# 

ItP* Kaidor had siiggested that there should be m «* 
emptlon of expMidlttire opto Rs *10,000 per adalt and above that 
th© expenditure should fee taxed according to the slab system of 
graduation* starting from 25# on the lowest slab and rising gra- 
dually to a saxlisiffii of 300^ on expenditures in excess of Hs*S0,00C 
per adult* he further assumed that one family was ccmprised of 
tteee adults and thus* according to this scheme a family expen- 
diture of Hs *30,000 would fee ^empteu from taxation* The ex- 
penditure tax* as actualiy adopted In India* also provides fear 
an dsemption of Rs *30*000 and as it has already fe^n WHOttlcned* 
it was expected to effect sos^thlng around 0*000 persons only* 

Hext* the expenditure tax provides for too many exemp- 
t leans £Uid abatemients. If <me ftoaily be assiimed to consist six 
members* the basic exemption limit of iis*:^,(XX) means an expen- 
diture ex^ptlon of Hs*S*000 p«r head. This level Itself* as 
compared to India’s per capita incc«ae of less than Rs*300, is 
too high to be exempted* Besides* there are provislme for pa- 
rents* allowance of Rs *4*000, foreign education allowance upto a 
maximum of Rs.B*000, medical ailovifance upto a maximum of R©*6*0CK> 
allowame for the marriage of each depwident upto a naaxlimM of 
Hs,S*000 etc# fhese all ©xpmdltures are exempted from taxation* 
Mm awre* heavy expenditure® m durable consumer goods are 
spread mm a period of five years* to reduce the toiiediat® tax 
liability of the asseeseea* All these prcsvislwfes hardly leave 
any room for the expenditure tax to be excerclsed.* and Its ex- 
penditure dlsccmraglng effect r«aSns negligible and moreover, 
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it Is iiabiei to Jnerouse tiie litiBiijeP of tax ©vusiaas# 

Tto ©xpendltwjp© tax does not actually tax th® sp«4ing 
power of an individual it only taxes that part of on@*s apendli^ 
power that on© excercises* fh^eforoi In true sens© it is not s 
tax according to an lnciliri«iual*s taxable capacity. 

In underdeveloped countries a v€jry large part of popu- 
lation is comprised of illiterate persons and as a general prac- 
tice> they do not keep any account of their Irwsome arid expendi- 
twes. Their incosae can possibly be accounted, as generally the 
source or the sources of income are not too many, but It is 
spmt in several ways. People of an underdeveloped country, also 
of India, would at least take a generation to get into a praotic® 
of jaalntatning accounts. Under such circumstances, if they are 
forced to produce the account of their expenditures, their acc- 
ounts will be far from being reliable. 

ii tax can be |.ustified on gromds of administrative 
efficiency, equity and favourable economic effects, this view 
has been mdorsed by llr* Kicholas Kaldor too. iiut, as we have 
already seen, the expamditure tax falls to justify its «lstence 
on. ai^ of the above mentioned grounds, especially in an under- 
developed country Aik® India. It gives rise to innumerable admi- 
nistrative difficulties. It only taxes the exercised spending 
powes" and, therefore, it Is not & tax according to ones taxable 
capacity. Finally in its economic effects, it carries with it 
chaiKtes for increasing tax evaslcms and it may very well emourag« 
cash hoarding. 

For all practical purposes, the expenditure tax has 
proved useless in India. The yields on this accoimt have re- 
Bi 2 iin«Ni far below Es.l cTor# and ttere is no doubt that its 
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atolnlstratiou must have consumed much energy of tl«i staff m& 
the cost of its collect ion must have been too high# as vegax-ds 
the «couragei!ieiit to savings | it is futile to thteh that such 
an Indirect induceamt to savings would bo of axw help iu un» 
(ierdeveioped country# Cttily a positive charm or positive compul* 
sic® cari bring savings into economically useful forms lisnd it Is 
clear that the exiionditure tax does not provide any inducement 
to eneowage economlcaiJiy useful savings# 

In view of all these coons iaer at ions the introducticai 

X 

of ©cpwiditlire tax has been untimely and a trouble wca?th nothing* 


l^ The Expenditure fax has been abolished from 1st Aprllf 68* 
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KMa oura AMC TtK GIFT TAit 

With a Tiew to yoduc© toaquality of eeonomte resoiar-t?©© 
among the peopie the JBstute 0iity aot was passed to the year 
1063* It tffiposed a tax on the property left by an Individual 
after his death* 

The Uhlon Qorcrnmmt imposes a tax m the net non*» 
agricultural property passed or deemed to pass on the death 
of a person* twelve States have also authorised the Union 
CJovernment to levy estate duty on agricultural properties 
situated In their StateS| but revenue collected from agricultu- 
ral property located in the twelve States is returned to them 
on the basis of collections mad© in each State, the rest of 
the revenue - arising from the estate duty in respect of nm- 
agricuitural properties is distributed between the Ccsntr© and 
the States according to the reccanmendation of the Finance 
Commission* 

For purpose of taxation^ ail property passing on the 
death of a person is aggregated to form cne estate and its 
marlwt value is computed. Uriglnaily the exemption limit In 
respect of estate duty was a.l lakh| but later In 1^8| the • 
limit was reduced to i3.60|000. 

Portion of the estate above the exemption level is 

1 

taxed at prc^ressiv® rates as follows* 


/ 


1. India l@60i Pag® 640-41* 
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(a)* III tlie case of property uhloli consists of 
an interest in the Joint family property 
of a Hindn family governed by the Hitaicshai*a» 
Marnmakattayara or Allyasanatana Lawi 


1. On the first «s,60,000 of the Lll 

principal valtj® of tfie estate 

2* On the nea:t ~^.60|000 t»*C^ 

3# On ti» next .‘^.60,000 7 , 5 j| 

4* On the next .a*. SO, 000 

5* On the next ^*100^000 12 

6, On the next ;>s,200,000 16> 

7. Cn the next *us*600|000 20j^ 

8* On the next *3*10|00,000 25^ 

9, On the next 00,000 30^ 

10* cm the next l>3*20|00,000 3Sii» 

11* On the oaiance of the principal 4C^ 

rate of the estate 


(h)* In case of property of any other kind* 

gAtfi„.£r.*,jaEiy 


1. on the first ^*1,00,000 of the Kii 

princiimtl value of tl^ estate 

8* On the next i^*S0|0<X) 7*S^ 

3# Chi the next hS«S0|0C© 10 .Of 

4# On the next is,l|00|000 12 *S^ 

S* On the next iis,2, 00,000 ISii 

6* On the next ds*5| 00,000 20j^ 

7* Cha the next ai»lCS,00,000 2S:^ 

S* On the next iawlO, 00,000 30^ 

9* cm the next i«,S0, 00,000 3$^ 

10, On the hiilame of the principal 4^ 

vaHi® of the estate 
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B.&wmm from the estute duty* has oeen as follows 




Year 


1964-66 

0.81 

1968-69 

2.70 

1956-66 

i*ai 

1969-60 

2.91 

X956-S? 

1967-58 

2*11 

1960-61 

Revised 

3.00 




As it is quite clear from the receipts on accotmt of 
the estate duty, this tux has not proved fruitful with the point 
of view of raising revenue for the pupllc exchequer* Revenue 
froa this source did not exceed .,-*3 crores* iiut with tiae point 
of view of equity this tax justifies its existence* In the 
ahsenee of eqi’»aiity, liberty has practically no laeaning* Bhe 
justification for a death tax or tax cm the inheritance of a 
property is the comsmity has the right to Halt each 

individual’s freedom to pass m his property Intact to his 
successors”* hssldes, inJwritanc© of a property gives the 
ifidividuai an additional taxable capacity besides his own 
capacity to pay the taxes* The case might be argued in cne more 
way* If estates are passed to the successors without any tax, 
it might cause a loss of incentive in the Inheritor and thus^ 
would reflect into a loss to the comwinlty* Further, the tax 
on the inherited property can be paid off by the sale of a 
part of the inherited asset j it does not cause any burden on the 
tax payer -• it cmly reduces the magnitude of the iidserited asset* 
One of the reasena for the estate diity being not very 
productive is, that in order to avoid the tax or to reduce it® 
liability a gradual transferrance of t!» property Ims be«s 

^ 1* Reserve isidt of Indiai Currency and Finance Report, 1966-56, 
Statement 5S and 1960-61, _ Statement 
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practiced* iis Prof* Kaldor Jias explained# atteapt to glw 

maj a part of on© *3 estate with a iriew to reduclrjf the llslililty 

to estate dpty is partictilwiy strong when taxes are Iwied on 

progressive scaiei since in that case tax is saved not only 

throvgh a portion of the ©state being passed m inter viros# 

but also thPOMgh a lower rate of duty betog applicable to the 
1 

re!mliider *'7 

To improve upon this cieslr-tbie mode of promoting social 
eQtiity Mr* Kaldor suggested the imposition of a “slngie integrated 
tax m gifts of ai-i kinds (including under this term accession 
to property through bequest and inheritance) ishich should replace 
the present estate duty# as well as uring Into charge other 
gratuitious transfers of property which are not now (in 19S6) 
taxable.**^ 

Another rouaon for tox m gifts is that the imposition 
of estate duty develops a desire in the property c«ner to 
transfer his property to his heirs and successors before his 
death# to avoid the tax} and avoidance of this nature can be 
reduced by discouraging such gifts* 

The proposal of Mr* Ealdor was to levy a unifona tax on 

all gratuitous transfersi irrespective of whether the transfers 

3 

were made inter viros or by way of legacy or bequest* 

His another important suggestion was to place the 
liability of the tax on the donee (and not the dmor)* H® has 
stated that *the Ideal metiKKi appears to be to make the rate of 
taxation dependsnt neither on the sis® of the gift nor «m the 
wealth of the dctior but on the total wealth of the receipiwit 
i*@* his net worth including the gift*** 

1* I* aidoTf Indian Tax Heforiti Page 49* 
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Jbe gift tax rates stacrissted by bte kvere that there 
BhcuM be an exemption limit of vi3*l0,000 for any single reci- 
pient and timt gifts mer and above this slic'uld be taxed at the 
rate if the net ?s?ealtb of the r©clpi.,-nt is below :-•! laMii 
and *«»*«««#*#•«*• 1^^ between •^3wl lahb and laicbj 

oetvieen lalcb and 2 lakbsi 26;i»» between .^.2 iakbs and ^3 

lakhs and so cni the rate aeccmlng 30^ if the total estate of 
the donee^ exceeds Ji3„20 lakhs,” f!r, KalcZorf on the basis of 
his stMies and estimates^ further claimed that the probable 
yield of the gift tax as sugge^sted by him would be around ..5*30 
crores,^ in a year. 

The Clift Tax was introduced In 13S8| but it was not 
introduced as a * single integrated tax'j as recofiimended by tbr. 
iSaidori it was introduced to supplement tl» then existing estate 
duty as it is charged in y*S,A*, 0,S,s Australia etc. The tax 
is on ail gifts made by lndividualS| Hindu undiiJ'ided familiesi 
Coiapaniesi Firms and other as;-ociution of persons except charit- 
able institutiensi doverruaent companies and public companies. 
Certain gifts are exempted from tiie tax. For example gifts of 
savings certificates which have been declared gift tax freef 
gifts to female deijendents on the occasioa of their marriage 
Cupto a maximims of »’‘*5#10|CK)0}| gift© of wife Cupto a maximum of 
is,l lakh) I «nd gifts mad® under willf are exempted from tax. 

Excluding the exempted gifts, a gift tax is charged if 

the total value of gifts made by donor exceed ic,10,000 in a 

year# The rates of gift tax as they were actually adopted are 
4 

as glv«i below* 

1, Includias the gift that he receives, 

2 " Mian Tax ieforaj Pag® SI, 

3i» 

M ‘f-,. A J 
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fiat® of... fax. 

1# to the first a3,S0|i0C© of the value 

of all taxable 

M ifJ' 

gifts 



8. to the next i»s#S0,000 

-do- 

0 

3* On the next «ji*50|000 

-do- 


4# to the next *v^.50j000 

— do— 

10^ 

3, to the next .■^*1|00|0CK) 

-do- 

12% 

6# to the next ;'j3#2f00|0(X)i 

-do- 

15 % 

7, On the next *>3.S,00,000 

-do- 

20% 

B* to the next .ctf#10,00|000 

— do— 

25% 

9* on the next »si#i0|00|000 

-do- 


10# to the next 00,000 

-do- 

25% 

H* to the- baltoc® of the value of all taxable gifts 

45% 

Coiiectitos from th© gift tax have been as 

follows!^ 


.i#0«98 Crorcs. 


1959-60 

rl, 0.81 ** 


1960-61 Hevised 

iss# 0,80 »* 



$iioagii tm gift Ux. Mb o&m introduced In th® Indian 
|&)^«yst@iBf hut its rates ar® far oeiow tUe rates suggested by 
Mr# Kaidor# as a matter of f«w5t there is jpracticaliy no ccaparlscn 
betmm the two# iigainst the 10> tax on the lowest slab suggested 
by I'lr# Kaldapf the actual tax on It is oily 4/*-# On th© highest 
slab th® actual tax is cmly 4»>^ against tlie suggested rat® of 
8(^. besidesf the tmximm rate of 40^ tMt is mcls applicable to 
the baxanc® of th# value of gifts above .^#S0 laiOis, according to 
Wt* Jlftldor’s suggestion was 30^ on the balance of the value gift® 
above «s#20 lakhs# fhuSf the rates are far far below the rates 

I* Currency ^ riaanee mp&ft for 1%0*61| Page S7. 
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at3gg©ste4 by Fir* feiidor* ijirith the point of rle® of revmno tram 
gift ta3C| it ha© proved far less productive than it waa ©atiaated 
to he. Agalnat the ©ariler estlfflate© of .. 3,8 erores in 3.9®-69| 
revenn© fro® this sotiroe has not reached even cror® in any 
year* Ihe coabined revenues from th@ estate duty imd the gift 
tux have reaialnecl beloi •■■J.d croreSf against *a*30 crores as 
estimated by fir* Kdidor (i-rovlded the tux vms charged at a rate 
suggested by him*) 

So far as the utility of a tax on ^Ifto is concemedi 
there can hardly be two opinions* It hue been accepted as a 
necessary mode to check th® possible evasiens of the estate dutyi 
dhleh in turn is necessary in vieu of social equity* How the 
question arises that whether th® gift tax should have replaced thfs 
tli^n existing estate duty or complisMKnted it? 

Introduction of gift tax as a separate tax along with 
th© ©state duty* prtoa facief means an increase in the nucajor of 
taxes and thus imposing psychological burden upon th© tax payer# 
i^econdly the taxatic.n of gifts and the transfer of me*s property 
in inheritance* at different t*ateS| gives the donor a chance to 
choose a way where he has to pay lesser tax* Iteeover there doe® 
not seem a reason to dlscrimliiate bet'ween a gift by a ticnor and 
the transfer of his pi*opcrty to !iic legal heir after hia death* 
Transfer of both the types occi.r at the clioicc of the same 
Ijidividual and* thererore* a dlscrlmlnaticn beteeen the two* mly 
to complicate the tax structure, scesa quite mr.ocessary* 

Sext* ffr* laldor’s stag' !©st ion for titxlng th© gift 
according to the taxable capacity of th© donee (and not that of 
the doxior) is amply justified ert '.^grounds of equity ae well as 
certainty* If the ta# is levied m th® basis of doner *s total 
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a«ialtli or the nagnitude of the gift it -muM be rnequitabie* 
ilea ides, in that case, a property owner iionld find it profitable 
to transfer hla property, to his heirs, in small installments* 
Coming to the question of rates, as it has been seen 
by revenue receipts from estate dtity ana from the gift tax (car 
both COTbined) the rates are too low. It is str^inge that the 
progression of tax rates which apply to estate duty and gift tax 
is for too small even in comparisai to the prograsoion of ti» 
Income tax rates. Income is the rew.nrd of on©»s own efforts 
against the inheritance, which is a fortima coming to a persen 
irrespective of his efforts # It can hardly be Justified to take 
u greater part of earnings out of one’s own enterprise and efforts, 
and a very low part of a wealth which he gets for no credit to 
himself* 
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g^PlTiiL CfAlMS Tiil 

Afflcaig the uMltional taxation aeasmresi adoptsd tot 
increasing the voiniae of public re¥emie> one ms the tax <m 
Capital gains ^ihich ma atrmgl^ vocommndml by 'm» hicholas 
iiaMor. Capital gains tax «fas in forcei in Iiidia^ during the 
financial years xy46-43. after that it nua aooxished. It »a8 
relKiposed by the 1‘hird Finance act, iSSa, 

Capital gains are defined os ** Capital Gains** in res«* 
pect of any profits or gains arising from the saiet exchange, 
reltoqnishment or transfer of a capital asset effected after 
the 31st day of March, 13S6* Capital guiim ore deemed to he 
the incase of the previous year In ushich the gains snere made* 
Capital gains are t.-ihen to he a type of income, and 
for taxation pwposes (in case of an individual) one-third 
of the total capital gain is added to the individual *s other- 
wise incoa», and income tax is charged on the total of the two. 
no iroper tax is payable on capital gains. 

This tax is payable by companies too. In case of c«a- 
panles, the highest rate of incane tax is levied on the coaa- 
pany*s total capital gains. In case of companies too super 
tax is not charged m capital gains# 

fhe argument of rtp. Kaldor In favour of Capital Gains 
Tax was that It is not only one*s Incora® that decides his capa- 
city to pay taxes I one’s capacity to pay is also determined by 
the capital gains that he makes, besides Ms other incomes. 
Therefore, in ries of equity m a determlnent of taxable capaci 
capital gains should be taken into acecjunt. iJut this tax has 
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not been approired by aermtil mthoTltlm} m the gromd that 
this tax might cause severe disincentive on savings* The argn- 
iK^nt does not hold, oecause capital gains are either spent as. 
XiMOTim or saved (or invostedi, 6o long there is a ehaiiee for 
a capital gaiiii it wonld be cared by every body irrespective of 
the fi«t that a little part of tlia gain will ae taken asay as 

•in 

Cm the other hand it sce:;is of little* nsei oecanse the 
tax fjj.so proviues for the capital losses (iKhicfc are to oe carriec 
forward and set off ^.^galnot capital gaining disring the following 
years)* In a closed economy a gain to one party wonld antoma- 
tic&lly mean a loss to so’ae other party and a great part of taxa- 
ble capital gains mvM bo off sot. The rate of capital gains 
taXf too has been sufficiently lov.*f and in this light* the trou- 
ble seeJiiS all the more useless. 


Taxution Enquiry COHmissian 19S3»S4» the 
b*K*Eoyiiil CoJUDisslon on Taxation and Profits il05S), 
Ursula liicto in ‘Direct Taxation and Kconomio Grcwth*f 
Fag® ^9, 
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fax caa jfaillay pstmmg&f far® was aimoanced in %li« 
Suppl®sa«tary Budget of the Gcwerument of India Mbioii wm ppo- 
dueed uefor® the JUok Sabim m the ISth of May» 1B57, Explain- 
ing the purpose of this tax the Finance f^lnister had said in Ms 
budget speech that ”I propose to Ibyj a tax on Eallnay passenger 
fares She proceeds of it, less the afoount attrihutuble to 
Union t«*ritorieS| fill hare to be distributed entirely to the 
i5tates* the states need sore rescwces and iiailway trareilerSf 
jiike cmsm&ta of other comodities should, under presaat con- 


ditlons, laalce a contributlcaa*’* 

Bates of the railway passenger fare tax fere as follofs* 


On season tickets 

For distances upto IS miles 

For distances from 16 to 30 miles 

For distances froo 31 to miles 

For distances mm 500 miles 

On milage coupons 


B$ of fare 

» of fare 

10^ of fare 

12,5^ Of the cost 
of coupons* 


according to initial estimates the yield of this tax was 
expected to be Rs#14 erores in full year and Bs.8 crores In the 


n 
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ta2| no doubt has proved sufficiently t^uitfult 
thotigli not as much as it was csxpected to be* In vimw of tho 
administrative convenience In respect of its coilectlan toOf 
the proposal ms remarkable* It has added a haadsoffli 
to the resources without an additional cost of its collection* 

fhe tax can be imjd© more fruitful by removttig the tax 
ascempticai on f',ires for journey below 15 ?nll©s. The ®xea®>tionf 
it seems, -was gr-anted, either for exempting the poor class, iiho 
gen«^ally have to travel short distances or to avoid admlnistra* 
tive inccnvenieaces on account of calculating the fares of the 
low dwosination tickets, Kcaie of the arguasat seems strctig 
©ngough to justify the exaj^tlon* Firstly because the tax on 
railway passenger fares h&s nothing to do aceox*ding to m@*s 
ability to pay* Hich people may have to travel a short distance 
and slfflilariy poor people may have to cover long distancesi and 
secondly that tax cn small denomination tickets need not necessa* 
rlly be at a certain percentage basis. In order to avoid adminis 
■farative Inconv^ience in this comection certain amount of tax 
per passenger (or say per ticket) might be charged for travels 
below 15 miles. 

CStie thing more • the tux does not wake enough dSscrl- 
mlnatioa betweexi the passengers of different classes. Though 
the ad valorwa nature of this tax, places slightly greater charge 
m the travellers of superior classes yet, it hardly equates 
the burden. The tax can be made more equitable and also more 
profitable by slightly increasing the rate of tax of the supe*« 
rior classes. 
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At preseatf geaeraX auXes tux is the largest single 
source of vmQum to tte states. It is siifficicntly aa old ta* 
but tutiil indcpendenoe, it was not a very paying Its 

importance rose yith the financial rcQulrocients for the planned 
deFclopment of the country. 


aerenne from aenerui Sales Tax of ail the states has 

o 

been as follows* 


year 

19S1-52 

19S2«©3 

19S3^ 

1@54-SS 

1955- 66 

1956- ST 

1957- fia 

1959- 60 

1960- 61 (Heylsed 

Sndget) 


lMgm..LSr.er^€i, 

54.40 

51.21 

CIS 

66,39 

63,23 

70,66 

107.37 
111,63 

124.37 
133,91 


During th® First Plire Year Plan the General Sales Tax 


rerenties experienced a slight rise i,e, abcmt 2S^f but dwlng 


tlse Secciid Fiy® Tetir Plan the rise was about two-foM, Over the 


two Plan period the rise comes out around two and a half times 


/ 


1 * 

W* 


from General Sales Tax in l944«-46 was *is,7,9l crores 
cmly against the total tmrmm for all states amowiting to 
ia,lt337 eroresi the share beli^ about m only, Eeport of 
the Taxation Enquiry C<»Rl®sion| li53»64* Tolirae If Pag® 85 
Eeserr® Bank of Ihdiat Currency and Finance Reports for 
1956-57 Stat«®«nt 69| 68-59 Statement 59 and for 60-61 
Statement 61, 


# 
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against apijyoxliaateiy a sliailar rise In the total retreimes of 
the States*^ 


fhcRjgh the absointe rise in the bulk of revenues frtm 
yales Taxes is appreclaolef cnat seesis less than what it shonldi 
have beastj ha view of the rise in the total TOltame of State 
revenues or in view of the necessity of the reqiiiriaeats of a very 
high order* 


The foremost aim of the fiscal policy in a developing 

is to obtain resources for develooment by cutting 

ccnsumption as far as posciole. Union 1/ixcise ihitios and the 

General Sales Tax of Statesi both tend to put a check on 

consumption* It has been agreed that for an effective control 

on consumption I excise duties and the sales taX| both are 

necessary. Union Kxclse Duties tax the ccnsumpticm of obtain 

sjieciflc i*r tides j whereas the general sales tax is a jaeasure to 

cut consumptlcai in general* In the words of Dr* Cholii«ii> 

**whoreas the general sales tax is useful device for checking 

increases in general ccxisumptlcnf particular excises are more 

2 

suitable for causing inter-industry diversions of resources"* 

ThuSf in view of its purpose of checking the increase of 
consifflpticxi in generalf it appears that general sales tiac has 
done lesser than it was expected of It* Despite aoout 2^ rise 
in population during the decade and over 40|* rise of industrial 
production during 19S1-68? revenues frcxa Sales Tax did not show 
any ressffirkable rise* Sales taxj as a measure for checking general 
cm@mpUm, has much to do in a developing eccmoigy. 


/ 


1* Total revenue of all the States crores in 

«s*10ilj[)*76 crores in 1960-61* 

2* B*. CheSiaht Fiscal Policy in m Itoderdeveloped hccmomyi 

3. of curronoy and Plmaoe fleport, 

Fag® H» 
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A 4weXoplag eccaaon^ ijus to adopt a reciistpifoptiir© 
policy; at least i?edistril3utioii of ©oonomic poser or achiweistent 
of a soaialiatic pattern of society Ims mm one of the alms of 
our country* Redistribution, cf lealth increases tb© purchasing 
po¥#©r of the poorer sectioUf srJho normally hare a groat |»op«i©lty 
to ccuai®e# fhuS| demand for ccsnsuci/jtioa goods or tho articles 
of daily use increases rapidly. On the other hand, productim 
of consumption goods is casirturutively neglected, in developing 
ectmmcsfi because of its emphasis on the production of capital 
goods* These state of affairs create general inflationary trend 
in the eccncwy. So countersmtt this tenaency the general sales 
tax, which is capubi© of controlling generic 1 consumptionf acqulrsc 
greater importance* Secondly, the general sales tax is capable 
of reaching those numerous people who can not be reached by th® 
income tax* Only one to ami uni a half percesnt of our country*® 
population Is covered by the incoTO tax, Jncoiws cf other income 
earners cun only be taxed by tte Union excise duties and the 
general sale® tax; and both the taxes are important in view of 
administrative convenience, bringing about a suitable censumption 
pattern, checking consumptim In general etc* 

There are many systems of levying sales taxes In India* 
The type of sales tax, most suitable for a developing under- 
developed country Is the multi-point system* Th© tax should be 
levied at flat rate cm ail ccmsu»r goods, except the articles 
of necessity, articles of luxury should be suo^S acted to an 
additiaml tax* This wotild make the tax system a llttl® equitable 

too* 

As regards the rise in the proceeds freat the sales tfa 
revenue, it was for to© slcif during the ♦■First Five Tear Pl^n* 
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Tills has Dean cma of the reasons that States niserahly failed 
In respect of fulfilling their additional taxation target 
during that periods The rise from sales tax revomaes during 
that period should have oeen at least During the Second 

Fxan perlodi the rise in sales tax revenues nay do called 
satisfactory. Had its rise heen during the first Flan 
poriodi the rate cf increase from Sales Tax reveimes during the 
Second Plan ijculd have re^/Uited in rich yields to the public 
exchequer. 
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LftBP BBVEHUEa 


Lmd Tm&mie Ms been an important source of States* 
revenues* It need to be the largest single sonrc© of reirenne 
to the States, before sales tax took that place* In 1933-39 
land reyenn® alone contributed SQ-Zj of the total rewnne of aH 
the states* On account of the increastog Importance of general 
sales taX| state excise duties and other taxes, tim share of 
land revenues in the total, had declined to about Diarlng 

the first Plan period some more emphasis nias laid on raising 
revenues from land and canaeQu«itly the share of land revenue 
increased to 14^ of the total states revenue* Afterwards, the 
proceeds from ImA revenues have showed slight lncres»nt though 
its share in the total has declined* 

Proceeds from land revenue all over India have been 

as foliowsf 


Year 

Rupees Crores 

1961-62 

47*99 

1962-63 

67*41 

1963-64 

70,73 

1964-66 

72,68 

1966-56 

80,33 

1966-67 

%*66 

1967-68 

87,33 

1968-69 

91.86 

1969-60 

95,16 

1960-61 R.E. 

97,98 


isnd revenue is stlU the largest single source of re- 
venue in Uttar Pradesh, I’^adhya Pradesh, blhar and Andhra* M 
Uttar Pradesh it holds great importance. For example in 1969-60 
(Budget) a sum of Rs.2117.03 lakhs (net) was expected to be 



Mioni SS’iidi foluoe I, Page 26* 

ReoSve Bank* of Indiai Curreixsy and Plnaaee Heports 


*01 
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were raised for paywent of eompensaticm. It is guessed tiat 
tlie aciditlmal proceeds from land reverme would not Iiair® any 
net positive effect on the financial position of the states for 
another one decade or more* 

There would hardly he any disagreesient on this new achewi 

(L 

of land tmtir®. States* of course have to ^scperionc© so®® ^dl-* 
tlonsl administrative tocmvenience* but it is cosiptaasated by 
the net aadltions to the state revenues* On the other hand a 
maior part of the additions or even iw>re than that, are served 
m bonds and in respect of loan repayments lii this cc»aiectlon# 
States Bsay have to loose some revenue on this account, but it 
is bound to do much good to the cultivator and thus indirectly 

help in the irarpovement of crops. 

hoWf the ease and eonvwiiwice bestowed upas the culti- 
vator as a result of zaalndarl abolition, bring a case of slight 
Increase in the rates of land revenue* The rate® have not been 
increased in most of the states and that has been c»e of the 
reasons of slow rise in proceeds from land revenue especially 
during the Second Plan ^^M^iod* 
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SIMS EXCISEB 


She CwatittJticm has mpomrmd state Govepnnefflits t© 

Xmy &mim duties on alcoI»ll© liquors and narcotios# State 

«ciaes have been an irapcaptimt source of revenue to tlse State®* 

In 104d<*^i state eaccisea formed the largest single source of 
1 

State revaaues* Afterwards the place of state excises as source 

of revenue declined following the prohihltion movement which 

started during the pre-Indepesidence period and laade progress 

with the time* iJy the year i951-52| the first year of India's 

planned developaenti the tax had considerably lost its relative 

iaiportance> ins^ite of the fact that its absolute contribution 
2 

did not drop. 


AS one of the objectives of tax policy in an under- 


developed country is to curtail the consumpticni the choice for 
taxation naturally goes to restrain the cansumption of luxuries 
and non-necessaries* fhe case for a heavy taxation on liquors 
and narcottoi* drugs is strengthened by the fact that their con- 
®«mpti€ai| besides being unnecessaryi is also injurious for healtb 


ijut in view of their injurious nature, the case against the con- 
suBspticaa of these intoxicant® has g<x3® far beyond the polikty of 
taxing them at a high rate and a case for the ccmgiiete prohibi- 
tion of it® consumption has appeared* 


/ 1* In 1944-43 State excises contributed E®*43,42 crores# 
The second largest source was land Revenue which con- 
tributed Rs*30*21 croresi Report of the Taxatioa En- 
quiry CJMES^SieHs 1S63-64* Tolimie I, Fage 
3* In llsi-^ the share of state lUBclces was Ee *49.41 
crores, which stood next to the contribution by dene- 
ral Sales faxes (Rs.64*40 cr«ares) and close to Land 
Eevenu* ammmting to Rs*4?.W crorest Beserw Ba^ 
of India* Cmtmasf Finawae Report for 11^-S9| 
atatwml 
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tiM iaov©fiieat for prohiijftton ims spr«a4 all owr 
th@ couRtrjr. Use of ojE^iiaia except for medic tnaX pixrpa®®® im» 
been proMbited all over the country* as regards tbe «»♦ of 
liquors and Ganja etc*! prohibition is being introduced 
gradually. p®w states hare entirely prohibited the use of Ganja 
and liquor I some have Introdwed it partially* 

It is true that imposition of a heavy tax on the con** 
sumption of a certain article discoiacugea Its consuaqjtim by 
increasing the price of the iffticie and making it more difficult 
fca? a eonstaaer to get it. mt as hr* hasgupta puts itf **Kcc«io-» 
mios postulates in every amn the Judgeawat n^essary to distrf'* 
but® exp«iditure on the basis of equlm«pginal utility. Under 
the effects of drinking people loose this iudg«aant* Henecf 
the indldenc© of a tax m drinking becomes arbitrary and can 
not be co«*r®lated to the relative paying capacity of men* For 
all these reasons prohibition in this country li&ve a strong 
case.*** 

Cto the other hand the Introducticai of prohibition 
means a loss of public rerenuci while revenue is a iaatt«r of 
fcsremost importance for a dereloplng econoisy* Frliaa-faci©| the 
loss of revenue should not be allowed in view of the huge re* 
venue requiremiaits for developmental expenditure. But| the 
loss of revenuet it can be arguedy is not futile t itf as a re* 
suit of prohibition, ©rawlicates the accepted social eril and it 
also serves to iaiprwe the eeonoaio condition of people* Ccaa* 
mmm& of liquors and otiiar Intoxicants can save the mon^ which 
tiMiy ©tliserwis* would have sp«t m drinking and that saving can 
be utilised for liqirorlsg the consumption p^ttmn of theSr family 
^ U Our Public 
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or they can save the amoimt. fho loss of public revenuej m the 

Sidle 

other (-iraadr increases economic welfare* the purpose of raising 
reverme imci spending it is also the same. Tims the (jnestioi of 
prohibition or not prohibition takes a diff«r«it shape. It poses 
a questlcn that ishether to conttim® raising revenue by taxing 
use of Intcocicnnts and spmd it for the welfiire of the people or 
prohibit their Iraaoral consumption, even at the cost of revenues, 
and let people save the amount, spent by them on liquors and let 
the® increase their welfare themselves. 

It might be menticned here that prohibition in Itself 
is a social snveiMmt* It has little to do as a fiscal measwe. 
Drinking is a nmrm&mtial consumption • and as mentioned ear- 
lier it is IniiffiouB for human beings, especially in fieii of the 
hot climate of our country* Beligious, as well m public oplnim 
Is against drinking and social reformists very strongly plead 
the case of enfopclng prohibition* The economic aspect of pro- 
hibition appears when a loss of public rmmu® is apprehmded to 
result out of It. The loss has more seriously to be ccfisid^ed 
in view of the financial requlr waits of a v«ry high order few 
the development of the country* 

So far as revenues are ceneeratd, the prohlbitlcii move- 
mant Ms already caused a great loss* Pr<m 1951-fiS to 1960-61, 

where the total revenue of the states have more than doubled, 

1 

revenue from state eswiaes have not increased* Revenues frcaa the 

2 

state eiclses have been as follows • 

I* ' In ' ' 19S1-6S 'total revenues'" of all the States awiTmted to 

Is *406 *41 Crores# It w«it upt© Rs.l010.W Crores In 1960-61 
{E.E*)* The share of state excises was H«,49.41 Crores in 
1961-62 and Bs#49*69 in 1960-61* Reserve Jaonk of Indiai 
CurrMcy and Finance Report, a^60-61i Statiummt 
2* Re^^iiank, of zinnia Currency and Flnwejeports for 
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lear 

Mm&m Cqror^^l 

..Yeaar. 


l^ei-6g 

49*41 

1956-67 

42.76 


46*30 

1967-63 

46*73 

1963-64 

44*66 

1958-69 

46.94 

1964-66 

44*66 

1969-60 

49.60 

i9m*m 

43*49 

1960-61 (aevisod)49.S9 


tht rigwes ahm tl^ut revenue from state excises haw 
reiii:*in3d noTe or ifss steady. This steady behaTiotir against 
more than two fold Increarant In total stj,le revenues and about 
five fold increment in the duIJ'. of ikAoti excises etc* is quite 
strange and only an wiavoidaule and a very important reason can 
justify this negligence* 

floii# it is clear that the loss of about# say --^40 
erores a year# has occured on account of the partial adoptlm 
of prohibition* The absence of prohibition would have meant a 
avm of about ;4S*400 crores over the two Plan period# This is in 
no 4ay a sasail loss* The question arises why this loss? The 
supporters of prohibition would say tiait if prohibition is 
enforced# drunkards would save their expenditures m liquors 
etc* and thus they can laake use of their savings for the better- 
of their family interests and a part of It might also he 
used for contributing towards the small savings prograiaaes In 
the country* But thefee argtaaents are based cn a very wr-actg 
assumption that prohibition would prove completely effective* 
Supporters of prohibition plead tlmt the habit of drinking makes 

P 

a iiGosei the sense of diserSmination between the isf tides of 
use according to their utility » and therefore, a heavy tax on 
int ox leant® fails to serve Its purpose of dijiowiraglh^ their 
cemsumptiem. It is strange that they do not apply this argumwat 
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la eoaaecticm with the adoption of prohibition# If prohibition 
is enforcedi peopX© «ho are nsed to latcKlcants wonld adopt all 
possible means to obtain wines, gania, opinm etc# as it is not 
possible for them to liTo without it* fhna prohibition M^r leadf 
and it can be said, has lead, to many social er’ils aM illegal 
actiirities. It will lead to bribary, corruption and several 
otlicr activities of this sort* Drunkards would not oe able to 
save their 0v£i3€iiwit'’ares on liquors, they will Jiave to pay 
proaably more for it and the stuff tiiey would get would probably 
be vovqq^ Zx fcvcc’^nt would hardly lead to any improversent in 
tii© consumption standura of people, it WuuM ijraeably deteriorate 
it further* 

fhus the oasic purpose of the prohibition movement 
is defeated* Oovernments (loose revenue of a very high 

order practically for no good* besides the loss In respect of 
state easels® duties, e^peiditure on prohibltlcn en/orcem«ait is 
added. Prohibition, thus, proves to be a double edged weapen 
in respect of reducing net state revenues. 

Moreover, a high rate of toac m the ccnsumptlon of 
IntoKicants seems, for the present, a sufficient measure to 
reduce their censumption* It is possible, as it has been 
argued, it might not prove a sufficiesitly effective measure to 
discourage the coiisumpticwi of liquors by those persems who are 
adicts to it, but it would definitely discourage its consumption 
by those who are not regular drunkards. Gradually It would 

itself lead to prohibition* 

In view of the foregoing argUJMnts, it seems quite 

mopportune to enforce prohibition, especially In view of the 
lose of rev«u®s* Prohibition is a /eformiets* moveiwnt* It 
ehotM not impair the fiscal soundness of Ooverament especially 
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at p*es«it| to', Hen It is necessary to concentrate all avaiiaole 
resources and energy to obtain one sli-jgle goal - tiiat Is tlis 
eecnomic deyelopioait of the country# 
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fhore are several other important sources of States 
rwemaos uesidos those vihich havo already been mentioned 
(state exclsesj, Sales tax, juand revenue) and the share that 
States get out of Union tiues, iwiong others, I'ecolpts fro®i 
civil viorks and other administrative receipts, motor vehicle 
tax, stamps and registration receipts, motor spirit tax, and 
ccaatrihntion of piibllc enterprises are important* 

The folioiiing table gives the development of receipts 
by the states under sea® important heads d’oring the past decade* 
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Sugar Cana Cess, tax on passangars and goodsi tobacco duties, taxes on prig# 
coapetltions and betting, inter State transit duties, tax on raw Jute ete* 
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iidiflteistratlve receipts are now contributing the 
largest share in state revenues. The rise in the receipts 
lander this head has also been appreciable* fhe receipts lander 
this head hare increased by more than three times ©rer the ten 
year period* 

dtamps and registration has been an'^ther important 
scurce of State rocenne. Ilaccipts under this head were .s, 26^56 
crorcs in 1951-62 and hare increased by about 50 pei’cmt during 
the ten year period. 

Important changes took place in respect of sales taac 
on motor spirit and the motor rchicle tax* These too taxes 
contributed a major part in the additional taxation measures 
by the btatea during the first plan* iioceipta frcaa Sales tax 
on motor spirit in 1961-52 was ii:.4*53 crores and it has Increased 
throe times by 1960-61, ?-1otor vehicle taxes raised to ji3,10»09 
creres in 1051-62 and have tneroased by about tuo and a half 
times since then* 

!Ict contribution of public ontcrprlsos has been slow 
enough and has actually amount'd much below the targets* Receipts 
in respect of irrigstlcn worksi Inspite of expanding Irrlg&tioii 
schefses and increasing rates has been slow* 


cmHm xy 
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Qa.'wixiga movemnt iias m. th© whol® proved quit© 
fimcc«ssl*ta lii India} Ftaads raised during tJi© First Five X«ar 
Plan perlodi tmder the head of Small Savings and other isnfiaided 
debts amounted to .‘S,304 crores against the target of v5*270 
crores* Receipt iTder this head Increased during the Second 
Plan period^ though it remained jtuch below the target figtrres* 

It has been estimated that receipts cai this account /around 
tv5,400 crores against the target of .•s,600 crores* the share of 
small savings in the financial resources of the Plant also 
declined from IS .5% in the First Plan to about in the Seccfid 
Plan* Agaiiit despite tte introducticm of several new nethods 
for mobilising siaall savlngSf the average rise in the receipts 
during the Second Plan period ever the receipts during the 
First Plan period has only equalled the rise of national income 
during the Second Planf The tendency of savings has not shorn 
a natural bouncy with the rise in national Inccase* ThuSf small 
savings have not iHPOVed as encouraging a source during the 
Second Flan as It should have be^* 

Organised efforts to mobilise amll savings started 
in 1®4(6* This programme was set up on the lines of British 
Qmermmt*M scheme of raising war loans during the for Id iar 
period* Initially the small savings movement was run by the 
StateSf who worfeed as agents to the Central Government . Ih 194B^ 
it was tahen up by the Central Government and it was run with 

/“' 

1* Steps talcen by Governments to increase yields from wall 
esv&s have been dealt la ’Resources for the First and 
the Smaaad Plan* « in th» Part II* 
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the cooperation of the yta^iite Ctoverruaents* 1*^011 l962»S3f the 
states started receiving share out of the collection fro® small 
savings. This was a correct step and It did work in giving a 
ptash to the movement and worked as an incentive to the State 
Cioverr<ffi«nta to extend their cooperation in making small savings 
programme a success. 

From 19S7»S8| States were again mad® to wco'k as agents 
to the Centre, This was anotter important step toivards popular-* 
islng th® small savings movement. The n©t-work of State Govern- 
ments Ss spread all over their respective states and thus the 
State Governisents and their official® ai*e more in caitant with 
the common people* Thus the policy of giving shares out of tli» 
ssjaii savings collections to the states was quite desirable# 

One serious draioack in the present system of small 
savings system is that it is Incapable of mobilising savings in 
the rural areas. According to the 1961 Census abcut 32,16:^ of 
India*® population lives in rural areas. The present opportuni- 
ties for investing in small savlngSf such as the Post Office 
Savings dankf National Plan and the Kationai Savings Certificate® 
etc, cannot b® availed by a vast majority of people because they 
are far sway from the knowledge of these opportunitiesi they 
are uneducated and they do not understand th® utllllgr of savings* 
present a»thods are too intricate for them and in the absence of 
mw Inaiatant approach they would hardly care to save# 

Dr, ShantiKuisar Ghosh has reccmiended ’Savings In kind* 
in order to w^ilise savings In rural areas* The su^estim of 
Dr* Ghosh ssmss quite relevant but under present circumatance® 
it seems tsoo cumbursowe to be carried out* It is appreh^^eded 
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tliat the cost of ourrylog out the raising of savings In klridi 
would go beyond the actual collections* Doubts regarding 
the suocesa of this stjggosticn are coiifixuied in the light of 
far streaching villageai with >aideiy differing nature of 
€«cupatioiia and, the varying nature of produce* 

The scheme of Introducing 25 nP* savings stamps has 
aeon a reaarkaol® arrangeimnt In view of extending the oppor- 
tunity of small savings to the low Income people# But it is 
really doubtful that a poor man y’iith as smaxl a saving capacity 
as 25 nP, would ever go to Invest it to purchase savings stamp* 
For this, a proper approach is needed* Sovernment advertisements 
and. notifications are insufficient to pursue a commcn man to 
make use of these opportunities* It needs a brisk door to door 
convassing* It needs an insistent pursual extending to as 
people as possible* 

It is evident that there is only one pool of resources 
which is available to a coamunity at fT certain time, out of 
which resources are either consumed or taken away in fora of 
taxes, iGwuas, savings, etc* Thus all the methods of raising 
resources for the public sector, affect ecash other, and ultias- 
tely it is the reduction of present consuapticaa that can release 
resource® for other purpose® « Beside® these alternative! in 
underdeveloped and backward countries, there ia ofie more chawiei 
which claim® an appreciable share of the resources* This can 
precisely be classeti as ‘uneconcsaic holdings** Pwchase of 
precious metal®, ornaa«its, cash hoarding etc* take a good pmt 
of the ccmsaunity*® llatited resources* Slmixarly those little 
nn^er of people who have some propensity to save, either keep 
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tteir in their oan lock-tips or intrest it in imecaacaaic 

ciiaiiiielsj such as the already mentioned ones, luieurious duiidlngs, 
other articles of luxury and the like* If stops be severe to 
alsoourage uneconomic investments, people* s ecaioiic saving can 
be increased* 

f^olicy of the Government In respect of dealing with 
uneconaalc savings, as already mentioned, has been too lenient* 
fhere is, yet, no excise duty m gola and other precious metals. 
Articles of luxuries and the *non-nece6sltles* are also being 
taxed at a very iois rate* This is leading to the usual directicsn 
of the fXm of available saving* a large part of our country*s 
savings is being Invested for the rAirchase of autmobiies, 
luxurious textiles and other luxurious articles* There is 
absolutely no cut in the consuaption of unnecessary articles 
such as be tale, tobacco, spices, liquors, coffee etc*, since the 
begining of the Plans* These facts are precisely responsible 
for the slow advance of small saving movement in our country* 

AS correctly expressed by i>r* Trlpathi "the movement 
has not reached the small savers in the rural and urban areas 

and that the maior portion of the collection is being derived 

» 

from institutional investors and individuals with aubstaantial 
savings* In order to mobilise still larger volume of resources 
frcaa small savings, it Is necessary not only to strength^en the 
existing organisation which may readh the remotest corner of a 
villaf®, the small savers In uruan areas ,*..**•*,**♦ The 
small savings movement should be made the main piank of the 
prograwae to aobilis® the rural savings which are generally 
frittered away either over ecmspicuous c<msumptlcsi or Invested 
in land and jewellery***^ 
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At present the stage has coja® afhen practically all 
sort of modes of small swings have bmn Introduced by the 
atoinistration* They are available in various possible deuooi** 
nations and have been designed to svit the pockets of all* 
Eeasonabie Interests are paid m savings to attract resources 
and encourage people to save. Xct on the other handf it has a 
dark side. Opportunities to save are such that they can b® 
availed by only a small part of the urban populatlcaa,# It Is 
beyond the imowledge* beyend the reach and beyond the mind of a 
good part of the urban copulation and practically all the people 
living in rural areas. The movement t preciselyt lacks laass 
appeal! and it is a thlni: sorth repeating that the small saving 
movement is ess»t tally meant for masses! for those parsons who 
have very little propensity to save and who are spread all ever 
the country^ forming a majority of our country* s population# 

at this stage* the movement needs popularity. In the abseia«< 
of a coBfflon raan*s contribution towards the small savings move* 
ment* receipts under this head can hardly be distinguished from 
those which are raised under the head of loans from tl» public* 
as those savings come from that class of people who already have 
enough propensity save* and thus their centylbution does not 
add to the net volume of savings in the eccnomy* needed 

at presfflsit* Is to carry the message of Investing in the small 
savings schemes to every door and to every individual* Future 
success of *Khis jnovemi&nt will depend on Its future popularity* 
Eccai»lc adviiBtages of savings schemes will ^erue in full only 
if these are accepted by the masses. 
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ijomm from the pubiici has been m encouraging source 
for financing derelopment projects* a sum of .«*204i*4 crores sas 
raised mtier this head during the First Pian period against a 
target of -ts»15S crores* Slraiiariyi during the fatecond Flan toOf 
the target has Peon crossed* hg&inst a target of w*,700 croresi 
the receipts have amoimted to »>i3*780 crores, Th® share of market 
loans has shown a marked Increase from about 10^ in th® First 
Plan to about 17!^ during th© iJecond Plan# fhe average of 
receipts under this head has risen from .’Uii#41 crores a year In 
the First Plan to crores a year during the Second Plan, 

This tendency* shows the increasing inclination of people for 
investing in Soverniaent securities# at the same time it also 
indicates that th® r®souroeS| having been left with th® private 
Snvestorsi which would have* otherwise* been Invested m projects 
of lesser importance will now be invested cn projects of national 
importance# 

m view of the necessity of scxae Indispensable projects 
of cofisaon Interest undertaken by the Goverrmwnt* end th## huge 
expenditure required to finance thwo* Qoverzmiint ha® to borrcw 
mcmey from the ptibiia. Several Investiaent eoacems of varying 
nature such as individuals with enough savings* banks* insurance 
cOTpanies and other bodies prefer to Invest in Government 
securities* because such m Investoaent is deemed to be safer and 
steadily profitable# Ccsitributions under the i»ad of 'leans 
frcBB the puS^llc^ are made by sixsh individual® and bodies which 
already possess «ough capacity to save# Thus loan® from the 
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Public hardly add to tiie not savings of tlie countepy ** it <miy 
provides for a transfer of resources froia the private sector to 
the public sector* 

It can easily be imderstood that projects mdortahwa 
by the 0overnment are of greater valnci they are of the natlcaml 
importance and of comacffi interestf than any project undertaken 
by an individual or a private concorn* Interest of an individual 
or a private body Is In all probability likely to be selflsh| 
confined to its cam profiti vdiiio the dovenuaent is interested 
in the welfare of nation. Projects undertaken by a Government 
are in the interest of the nation} people as a whole} and thus 
a transfer frcaa tlie private sector to the public sector is 
desirable, flutf on the other hand| it does never saeen that the 
private sector should cease to exist or it should starve for want 
of resources* 

Tito two Five Xear Plans have very successfully obtained 
resources from the private Investors to finance some of the 
Government projects* ns already mentioned! amounts raised xaader 
these heads have outgrown their targets* KoW| the increased 
aependence on loans fream the public gives rise to three distinct 
querlesi Ci) To finance a development projecti which of the two 
sources should bo preferred • taxation or Public Debt} Cli) How 
far these loans have adversely affected the private tmmtmmt 
in India? and (3) liow far this source shcmld have been relied 
upon? 

versus. Taxea* 

Problem begins with the requirement of resources fc» 
eacpendltur# on development* F<m? the present § the choice of 
obtaining resources is between loans from piailtc and the taxes. 
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taxes are raisedf they mean, m iMedlat® decrease to 
consixaption and decrease of private savii:^©* Taxes involve a 
sacrifice fey the people. Their sacrifice is todlspensahl# to 
vien of the fact that it muM nlttoately be tbmjf ^'tho will 
reap the benefits of the nandertaKai projects. 

On the other hand a loan from pnbllc does not involve 
any sacrifice the ccmtribntori as he cootrlbotes towards 
the loans of his am free u'ill. He ftodc the socnrlty of his 
money whm he tovests to a Government project. BesideSf he is 
attracted by the expectation of a rjositiv® return for stich 
investment* Thus, with the point of view of tovestorsf loan® 
are definitely prefiarabie to taxes, iint* for the Governmentf 
lo;:ns laean a future liability, loans are to be repaid and 
besides the repayiaant of actiml loMiSf handsome amounts in the 
form of interest on thw becomes an acditlcnal liability# itfith 
this view taxes should be preferred to the scheme of raising 
loans ftm the public. 

The option has another aspect to be considered. The 
btrden of tax, as B»ntioned before, gc^s to the people aM the 
ultimate burden of loans, which is a liability on Qovermaentf 
also goes to the people* The differ «oe between the tio is that 
the burden of amounts raised through taxaticm, goes upon people 
living to the present | and the burden of public loans gets 
spread over the people livtog to future years. This is, because 
the loans raised at a certain time are paid back during the 
foiled tog years out of the revenues raised to those years, and 
thus loans at a certain time become a tax liability m people 

during thm years to come* 

In spite of the fact that the burd«a of both the 
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mwemSf is ultimately to b© oome by peoplei the case for 
raising loam® from public, does not loos© its Importanc©* The 
choice b@t®e©fi taxation and public debt takes the shape of 
choosing between sacrifice by people at present or the sacrifioe 
distributed orer a period of time* The first of the is 
generally an Impossibility in an tmdorder'eloped country, 

Baising all the required amount by taxation in a country, might 
In all probability, rm the ectnomy into doom. Choice natiarally 
goes to the second alternative, Justiflcaticsn for spreading 
the tax burd<Ki over the following years Is that not only the 
present population but the future population will also reap 
the benefits of the projects in question and thus they must 
share the burden of financing the development schemes. Public 
loan, thus, serves as a wcxiderful method of taxing the people, 
living in the following years. 

Thus, the questlcaa does not arise of choosing between 
taxation and raising loans fr<M the publicf both have to exist* 

Ott these grounds, our scheme of financing followed a correct 
pattern and Public Debt has played its part* 

Public .^ctor .yereua.,P.giyAte^^ecte£* 

It has already been mntiomd that increase In public 
debt does not add to the savings in the country} it only transfers 
resources from the private sector to the Public Sector* In a 
mixed econcmiyi over*«mphasis on public debt by the Gtovernimwt 
might starve the private sector and paralyse economic activity 
of that sector. 

Over contribution under tl» l»ad of loans from the 
public, during both the Flans does not necessarily wiin that 
the iJUblio sector in India has encroached upon the resources of 
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the private sector, fargets for raiaiiig resources under this 
head were not placed in the light of any specific calculatioii| 
beyond which public debt will affect the private sectcr adver* 
sely* targets were fixed in the light of possibilities • the 
possible SIM that could b© raised as loans frcaa the public. 
Favourable respond on this account during 1961*«66| lead for an 
expectation of receipts of a higher order during the Second Plan 
|)eriod; and that too has been carer subscribed* 

the transfer of resources from the private sector to 
the public sector cm affect production In t¥/o ways. Firstlyi 
it may discourage investm^t on acrae projects of common interest 
and of natiormi importance which would have otherwise been under- 
taken by the private sector | or secondly by taking awayi fr<m 
the private sectcapf that part of investment potential that would 
have been utilised for comparatively unimportant purposes* Like 
most of the widerdeveloped ccuntriesf in India too* there has been 
little likelihood that (barring a few) any major project of 
national importame or far - stretching common Interest could 
be taken up by private investors* fhuS| prima-faciei it might 
be taken for granted thatf Public Debt has not fnchrwched upon 
any important field of private investment* 

Besides^ toll® both the Plansji Qovemment has taken 
sufficient stops to ensure an unhampered working of the private 
»ector» especially In fields of activity which are of vital 
impoptance to the country* Several credit facilities to the 
private investor were extended all over India* Foreign loans 
and ©Quipsent was made available to them by various agreeiawats 
and necessary handling of foreign exchange difficulties* iith 
the resulti that invesfejwat by the private sector during the 
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Pirat Plan aggregated around Ba.lBOO crores and dwlng the t^ond 
PlaHi to Ha*3100 ororest Investment t&a^ieta toy tht p«hJ.£© sector 
were overfniflUed in noth the periods, 

(ki these results it can he coociuded that puhiic debt 
during these two Five Year Plan periods has not at all adversely 
affected the private sector, 

3te.t..pX..:Puhlic._..,deh^ . 

It has already been »jentloned that public debt iaiwsses 
a liability cai the £loverns«it but still it cannot and should not 
be avoided* Necessity of public debt can be redtKsed by cbtaln- 
ing resources by raising taxation but that too has u iimit* The»* 
for©! determination of the limit of pui^lic debt raises a relevant 
question. In short| at the most only that part of a partlouiar 
project should bo financed by raising loans from the publlci the 
repayra^t liability for which can easily be paid back out of the 
project’s net profit «m that share. Remaining e3cp«iditure shouM» 
as far as possible be financed by way of taxation, 

AB already mentioned, the tax policy of the Gcverifflent 
has beeii slightly helm the reasonable level* but that part 
should have gone to cover the deficits and the public debt, it 
can be said, has played its part correctly. 


Bes'^e Bardc of Indlat Currency and Finance deport 
for a^0*61j Page 8* 
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scale deficit f inane teg has been an Iraporfeant 
feature of th© first two Plans. It has also teen laenticmeii in 
the foregoing pages that deficit financing is soiaetiiaes nece- 
ssary to giy® a pash to u developing econoiay* ’ihe mi or defect 
in the scheme of using created money for financing the plans 
lias that its use has oeen ■unplanned* Deficits were financed a® 
and wh«i they ocewed* The magnitude of deficit fteancing to 
any particular year was neither prepiaaoned nor significantly 

purposive* Wide and unharmonic fluctuations to the nagnitudes 

1 

of deficits over the past decade^ as given PeioWf can imm» 


diately he marlceds 


Year 

1951-62 

I9§g-6S 

1963- 64 

1964- 65 
1966-66 

1966- 67 

1967- 58 
19^-69 
1969-60 I 
1960-61 I 


Deficit ftoanctog Cen- 
tre and the states* 

+ (Surplus) 10,3 

80,7 

78*4 

01*3 

810 . 97 ® 

268 

4%. 

136 

63 


Iteficlts during the First Plan i^cw wide fliactuations 
from Rs*10*a crore surplus to a deficit coecoedtog Ha .800 crere 


/"T TK"Rsvi«ii of the First Five Sfear Plan and Report on 

’ S?r®^^ 19®-60| Page 63 and for 1960^1 

HmmM 911 i* 
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Sb a yuay# ISapecialiy the coiKsentraticm of deficit: fiiwnciBg 
during the last year of the First Plan was of a very high order# 
It was lately realised that it was, to a great extent, reapoa- 
srole for causing the inflationary pressure at the tiae of th# 
heglnlng of second Plan and subsequently raised its coat# Simi- 
larly its mplmmd application dux- Ing the Sccc»d Fire Year Plan 
period has generated inflation in the economy* The index mm- 
her of money supply in i960 stood at 161 with Its case 100 in 
1963* The faidex nunflier of money eupnly rose to 123 in 1936 and 
then continued to rise rapidly during the following years} 
;aihsequ@ntly the index nuoiher of wholesale prices has risen very 
sharply. With its base in 1953 equal to 100, it was 99 in 1966 
and since then prices continue to rise rapidly till it temshed 
120 in Oecen&er i960? 

Actual deficits cjwer the First Plan p«Piod crossed the 
prethought isaxijauia limit of Bs.290 crores, by wor Hs.130 crores. 
This was definitely imdesirable. In flew of the fact that all 
th© excess deficit financing aoccmnted for the last year* The 
Second Plan deficits have amounted a little below the safe limit 
fixed in this respect, but its magnitude has fluctuated widely 
otrer the Plan period* 

Deficit financing in a developing ecanoay Is like fire 
which esn be of Iwwns® use to humanity provided It is not li«i- 
dled carelessly* As a matter of fact, every single step taken 
In a plan should be v«ay well planned in Itself. Despite the 
overall limit of deficit financing over five years, its ii»giiitud« 
during every single year shcsuld be carefully determined In view 

/ 3^^ Currency- and Finance Bepert for 1960-61j ytatioient It 

2t IbM* 
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of other faotors ihtoh irtfiueiKse the eomoaQr, Deficit flmiKjlng 
should not only fee used as a passive Instraiaent to cover the in- 
©Vitale gap feetween the availafele resoiarces aM the ertpenditwe 
target of a particnlar year. It shonid fee used as a positive 
source of development finance, 

fills fact was completely ignored, fhe practice •was 
that yearly Plans were formulated every year and expenditure re- 
quired on it was estlJaated* %tm estimates of avaiiahle resource 
in the xight of ne*i proposals followed. The- gap between the ex- 
penditure and resources w&s covered oy Injecthig additional aone, 
into the systea* 'Ihua as it happeoedi deficit financing was al- 
"Ways used as a passive resource, while it should have been used 
as a positive measure for financing th© planned economic deve- 
lopment, 

file choice between deficit financing, foreign assis- 
tance and internal taxation iias seen a matter of dispute. Dr, 
R,K, !!!i*lpathl is of the view tJiat *’cr sated money as a device of 
development financing Is a imiah better alterimtlv© than foreigii 
loans,” H® further says that "Apart Pfom the fact that foreign 
loans impose a burden m the economy, they are dangerous for th 
political freedom and econcsaic indep^tdimce of a developing eon 
try. If created money results into Snflatim, it imposes a our 
tailment of ionstnption in real terms," He disfavcjurs foreign 
loans m the grounds that "the payment of fc»e|gn loans necessl 
tates that the country must export more to earn necessary forei 

exchange, nut a rise in export can fee brought about miy if 

1 

restraint is placed upon dcimstic cimsiiiaption,"* 

Federal Plnwice in a Developing Sconoayf 

Page 3S4, 
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Dr, Tripathi*s argiuaents dlo not apply ftspeoiaily to 
case of toclia*s past development period, fh% prooXea of India* s 
exports wm not as mnah that of the shortage of goods availshle 
for exports * on the contrary it ’.fas on aoconnt of the absence 
of mangh forelgh marKets that exports could not rise# The 
pattern and quality cf India's export goods has been of a pri- 
mitive nature too, Itaider these conditions a check of consurap- 
tlon by deficit financing could not: have increased the value of 
coxaitry'a exports, *»nd thus, deficit financing aas altogether 
incapable of replacing a foreign loan, a deficit m aocoant of 
foreign trade balance could never ye covered by internal deficit 
f inane tog, 

Uext comes the opticn of choosing betie^ri deficit 
ftoanctog and todlrext taxatim. Both these wasures apparentl,^ 
are sane, as they both result to raising the prices of goods 
and coraaodities and decrease the purchasing poser of consuaaps. 
Thus they both tend to keep a check cm conmMption. But a care 
ful analysis points out the difference between the two, heficl 
ftoaxBOtog results into a genp^al price rise. All conrodities 
necessities and ©thcffs — are equally affected by it as deficit 
ftoanctog raises Qouwxmv* s purchasing power to monetary terms 
cnly, While taxation, especially coiasaodity taxation redbces 
the consua«s'*s purchasing pester cmiy in respect of those com»* 
dities which or© suh^ected to the tax, Buch coiax>diti®s to 
ml are, and should be, non— necessities* In short dijficit fi- 
nancing is liable to distort Idie caasuaptlon pattern also whll 
cossiodit^ tax&tloa spares the necessities. It puts a check on 
the ccmswptlim of the non-neoessary articles, to the light 
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ot this significant fact the goes to eoDHiodity taxation* 

Bntj obviously it is not betaseen choosing one and dropping the 
others a reasonable balance beteeen the two Is to bo sought# 
Deficit financing shotad be applied in coordination 
with the taxation iseasurss* !1?axaticjn| especially commodity 
ta»ationj should be nsed together with deficit financing to 
guard against the distortion of coi^su^rtiari pattex'n and secondly 
t'".. Chech the acoutmlatloii of Inflationary r>ros5n.ire« 

Deficit flnanciiiil dtirlng the past years of planned 
davolcpmont has not sho-m any such coordination* iiS niaitloncd 
earlier alS 0 | it has bean used in an ■unplanned laamers only a» 
a passive Instrxmcnt to cover the gap between the actually aval'* 
lable resources and th® pre-fixed expenditure targets# 
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at&tmmnt dom not need rep®|ttitian that fcupeign 
aids and loans are tndisp^isable In order to finance the liKsre«» 
sing balance of payiaents* deficit on accomt of Increasing capi- 

- , -'sU.'r.S.J 

import reqairem^ts of a developing econcm^. .^ Iteriml assis- 
tance financed as much as Rs*!^ Crores^ of the First Five Year 
^lan and it has be«ci estimated that the share of external assis- 
tance in the financing of the iiecond Plan has been of the order 
of Hs *1,090 Crores? assistance actually availed during the iie- 
aofid Plan has out-grom the initially expecoted level# *fhiis> 
«5temal resources have played an important part in the flnancli 
of the teo Flans, especially the Second Plan# 

Foreign asststows®, besides being indisswosable and 
beneficial, liic© aKQr other debt, add® to liability on the natloj 
the burden of repayment goes on Increasing ssiith the total magni 
tude of the assistame received* The burden of repayment of 
capital and interest on foreign loans no® araoiaitlng to less tha 
of the export earnings, is expected by the Planning Cowalssi 
to rise duirlng the sixties to nearly a fourth of the present 
export proceeds* Repayiwait liabilities of such a high ordno?, 
and increasing import requirements in near future are liable t< 
aggravate the balance of payments position further. These ant: 
cipatiems seem all the more disappointing In the light of coun' 
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It becsi a Eoattar of gpav® COTicerJi that against 
raplily riaing imports to our country, exports hm* recently 
shown a markedl aecllne inspite of Gwernsmt*® best efforts to 
boost w the exports. The following table giw» India* s exports 


imports and the balarice positicsn dtaring the past decade. 

f^ppees CrorW^ 

YmuT 

MmM 


Tr^b halsnse 

1960-51 

650.3 

646 .8 

— 3*5 

1951-62 

i^2*9 

7.30.3 

-2^.3 

1952-53 

633.0 

601.9 

— 31*1 

1953-64 

691.8 

539.7 

- 52.1 

1964-55 

7S0.6 

64Xe2i 

-109.5 

FreltoSnary 

1955-66 

761.4 

640.2 

-121.2 

1966-57 

1099.5 

636*2 

—464.3 

1957-58 

1233.6 

668*5 

-665.1 

195B-S9 

1029.0 

676.3 

—483.7 

1969-60 

924.5 

623.2 

-301.3 

Beyised 

1960-61 

1088.0 

631.9 

-456.1 

A 

deficit in 

the balance of trade 

occtaped in all 


the years. Some how the Imports and exports have risen and 

go„. <l«m The y«» lS>S3-64 .hloh l«porW 

«r. Of «fflol«t3y lo. or<l«, th. l.»el of «Port. al« drop, 

to 0 coo«ld«ut.ly lo» le«l. ^ «» «>» 

has .goto etart 4 >d after 1967-88. Ihl. t®d«»y ha. b.«. diaap 
ttog. arport. <rtiould, on th« othwr hand, bar. lneP»B.d. 


a Hanfc of indlai yrroey 

fTlM6^ Stat«a»<mt 71) Wr 1988-69, btatWMnt Ui 

W 1965-61, Statemmt 76. 
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One of the mate reasons of Indlia*® ciwsreasiaae export® 
have been that the coiintry continued esporting saia# go«?ds to the 
saia® oomtries* It lagged behind in exploring n«i wstTlmts for 
it® goods. Rising prices and increasing Internal consmaptiOia 
raised the cost of prodnetlon of Indian export goods and ®ad® 
th<Ka less attractive for the importii^ ccamtries. The pattern 
of Indian export items is still primitive in nature* India ha® 
been exportto^i and still exportsi »*grlcnltiirai prodiw® such a® 
tea^, tobaccoi Jut®, spices^ etc. while demand of the aomtrie® 
ha® changed over to the imports of petroleiaa, mineral products 
and the lihe* Jut® manufactures still form about 26|^ of the 
cinmtry*® total export®. Tea and cotton textiles raaice anothwr 
about and 10> respectively, iilaost another 26^ of idle total 
is formed by vegetable ollSj nuts, fruits and vegetables, gtaas, 
resins, hides and skin® and leather. There ha® practically been 
no improveMMit in the pattern, quality and the price® of the 
export good®. 

Present state of affairs are such that thought® reia-* 
tirjg to the solution of this problem lead to favour the as«l»** 
tanee of foreign Ioke®. The deficit on accoimt of the trad* 
balance cannot, in near future, be redtieed by stepping up export 
nor the import of capital b® reduced. Things can be Improved 
only if the coimtry starts producing flndahed goods of iagjroved 
quality and of lc»er price®! and can HanufiMsture a part of it® 
futtare capital requlrafflents — machines and tools etc. — later- 
nally. but agatHf for these thing®, foreign assistance — tech- 
nical and capital — is required. This cannot be avoided, and 
probably the magnitude of assistance utilised durlnf the Second 
Flan could not have b««i avoided* 
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Iteder sneh a tense sltwatloni ail orer the past deca< 

wheat loans md assistances tmciei* P.L, 430 aa<i P*L* 665| seem 

inopporttaae. •tihmt loan frm U,S*A*, anthorised and utilised 

d-uring the Ptpst Pian> uiaomted to Rs*00#3 erores, jassistanee 

ncKler F,i,# ^0 and P.L, 665 duaring the First Plan was of 

Es*16*D crores and ail of it asas utilised* toier this irecy 

head| assistance ^orth Ks*329 crores was authorised and out of 

that as such as I{s*254 crores was utilised within the first 

1 

three years of the Oeeond Plan* though domestic food shortage 

has to a great extent been responsible for the utilisation of 

these losns and asslstarces but, nererthelesa, such imports 

sliould have been dealt with greater restraint* 

Figures gir«. b@j.ow show the imiKjrts of grains | 

2 

pulses and flour etc# during the past tm years. 


Tear 


1951- 58 

1952- 53 

1953- 54 

1954- 56 
3^56-66 
1966-57 
1957-68 


{Quantity 

In thousand tons) 
4793 
3999 
1436 
1227 


2126 

3692 


Value 

(Rupees Crores) 
228*12 
161.28 
72*48 
68.37 
89.00 
102.00 
150.00 


The lerel of food imports diaring the i’ecend Plan 
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of greater efforts on the food front. 

It aim toe conciMed that the asagnltiide of external 
assistance! bnt for the increased imports of the ccowiMpticai 
goodSjf has been desirable and indispensable, Thoiigh It can al-* 
so not be denied that It tous of a very high order especially da- 
ring the Second Ftm leer Plan and that it ha.c already placed 
«ongh liaoiiity on the nation, BPt development cannot gain the 
desired momentim without foreign assistance. In the Third Plan» 
as much as Hs,2|20U crores are expected to be raised externaxiy. 
The foiarth Plan might have to depend on it even more* and as 
estimated by the Planning Comissioni repayment liubij-ity may go 
up to cover me fourth of our export capacity by the late sixties. 
External assistance of sixsh a high orderi and the In- 
creasing repayment liabilities have not gone beymd the reasonable 
ilmlti it can be said, especially in view of the Finance Minister* 
recent statement that India would not reQuir® external assistance 
after 10 years (about 1970). If oy 1970, country Is able to 
produce the necessary capital equipment internally and change 
CJver to an advanced pattern of production, the foreign assistance 
has been worth talcing, i)urlng the time, the country should make 
its best to Increase its export earnings by prodwing new, better 
®jMi cheaper goods* 
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fixmmhaX reqiairejieats of a cisireiopirig econoasjf ar« ©nor- 
laom®# a© bijrctes of f inane tog the developMaat has, uainly to b® 
aboiiMopod oy the ffoyorniaent* fhoBf pnbllc finance becojaes the 
baaic tool for iBoblliateg the resourees for ftoancteg the dereloo* 
!8@nt prograseraea* Develop tog ecesnos^ plucea an taereaaed reaponsl- 
oi|.ity on the syateta of public finance. It hus m tmuanal tuek to 
handle and a new role to perforia* {'nolle ftoancef to a poat* eco- 
nOBiy planning for deveiopaentj changes its character so mich m to 
becoBJ® Development Finance. 

ae tistaal* tho'.gh not rig idly f the practice in public 
finance is that the volnw of pnblic revenne is determined by the 
required public expenditure during a certain financial year. IMder 
normal circuJBstanceSf the routtoe responsluilitles of a stat©) In- 
volve mi expenditure and revenue of cowparutlvely a lo« order, 
fheni total volume of puhi-lc revenue Is not the isajor consideration* 
Functions to be performed ay tiie btat© and the expei.diture required 
to ftoumce are mainly the guiding factors {Jifhich determine 

the siae of public revenue. Though the sise of public revenue is 
conditioned by the general economic conditions of the country, yet 
the routtoe financial requirements of the iitate are within Its 
capacity to raise. On the other hand, the requirements to finance 
the developsent of a poor ecotiomy are so large that even a sum 
equal to four-five time® of the country* a national tocotae might 
fall short. It is impossible to raise revenue to the extent re- 
quited to finance the develoiwnt of a poor country. 
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IhUB the main thesis to cieTelopment ftoanc© ia that the 
ejcpenditur® should he detePHitoed oy tM resources which can he 
made airallaol© for f inane tog the development, fhe iiasle approach 
to this connection should, thus, o© over against the convention 
practiced in public finance, i.vhere public revenue is detercitoed 
by the public expenditure, ’’Cut your coat according to the length 
of the cloth,” sho;>ld be taken as a prtociple to doveiopment fl- 
name, 

in practice, this prlnclpie has to oe followed to res- 
pect of taking a great mny fundcuaeatai decisione related to the 
deveiopssfflnt prograi»i«fi, The whole prograiame as it has also been 
done to India, is divided into caivenient parts and is spread over 
convenient periods of ttee in the xight of the necessity of deve- 
lopment projects and the country* a capacity to taadertak© them, 

'ihit, the estliaates of available resources follow the estimates 
expenditure required on tixe prograEraes, This unopportune method 
is tovariaoly liable to create a disbalance betoeen the requisite 
expenditisr© on undertaken projects and the reasonable extent to 
which the resources can possibly oe raised. 

It mmt be recogn toed that fulfilment of a certain pro- 
graBBae only is not sufficient to msure the economic developiwnt 
of a country, fhe existing lew ratio of savings and taxatioi to 
the national tecoae of a poor country to to be raised to a higher 
level. Haislng of these levels is an econewy should neither bo 
too slow, so as to be incapable of giving econoiy the ratolirua push| 
nor so fast as to destruct its development potential* The rate of 
rise to the level of taxatiem md savings to the economy has thus 
to be ♦ opt tow* • This optlmm should decide the level of expasail- 
tiare on developieiit programme. 
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Finaacing capucity of a state Is coadltlcaied by tlie pro- 
daetivlty of Its bi2«iget.iry resowces. i»yoad tliat it has to resort 
to aesistawse received fraa foreign coimtrles; and deficit flnan* 
eJtag* 48 n»ntlo8«d internal resoiirces showM mly be in- 

creased at an optliaum rate, at a certain tiase, it is not advisable 
to go beyoiid that Itoit, ThnS| internal resources are bound by 
tl»ir liiiitations* External resources - on the otLer hand - are 
tmcertalns and deficit financing has its own limits if its evil 
effects on the eecaiOHy are to be avoided, nimlted capacity of all 
these resources serves to endorse the ximited character of total 
resources* avails^le for investeent* on developi:»t of a poor 
comtry. 

If undertaicen developamt prc^raaimefi require m expMidi- 
ture beyond the country *s current capacity to finance* the process 
is liable to adversely affect the econoiiy in following ways* 

It may Impose tmduly high tax-burdens cm the people if 
taxation is used to finance the gap between the required expendi- 
ture and available resources. Though it cannot be denied that 
taxes in underdeveloped cowitries generally form a v&ry low per- 
centage of their national IncOBie las ccmpared to tim developed 
comtries) still it hardly needs an explanation that a sudden rise 
in the rate of taxation is bound to affect the country’s future 
potentialities adversely, at the saisn time it is amenable to give 
rise to maaeeous iMsoral activities - such as tax avoidance* 
bribery, Injustice and the like - in the country. 

If over reliance is laid on mspMt loans and other obli- 
gatory capital receipts* the burd^ of repaynent of the loans and 
their interest is then bmuul to hamper the aimth deveXopsient of 
eocnoiy during the following years. It might as sell result In 
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slowiijg dWB til® oconoisic activity in public sector* 

It it is decided to fill the gap by increased external 
assistancei no matter iiosj it coaaesf and loans are raised ffom 
foreign countries without discriiaSnation, th«i in the light of 
tl»ir ©conoaic and political after-effects the decision 1© Jn all 
probability liable to run the country i/jto economic slavery of the 
creditor countries* It has already been emphasised in the fore- 
goini; pages that external assistance and loans should absolutely 
b® free of political IwpilcatianB ana that the oui'den of their re- 
payiiient should be easily *!?ithln roach of the country*© capacity to 
repay* Haislng ^cessive foreign loans Is thus boumi to violate 
even the fundamental pre-requisites for an unhampered development 
of a pooreeoncray. 

In practic©! as it has also happened in respect of Ihdla% 
First and the Second Five Year Plansj Initemal as well as external 
efforts for raising necessary resourcesi cease to be fruitful iiuch 
before their optimiaa level is reached* :ih© remaining burden is 
covered by deficit financing. Tim gup is financed oy the created 
lacmeyj whenever requlred| in whatever quantity* Qwils of deficit 
financing! expeoialiy In an underdeveloped eeon<My are numerou®* 

It might be recalled here that the opinion of various specialised 

1 

agencies was ‘'manlHious in wording against dangers of inflationary 

2 

methods in connection with economic development** of tcidcardeveloped 
countries* 

Sgaini if none of the above iiantioned methods is adoptedf 
the plan remains unfulfilled* fargets remain unachieved* This 
ilwtfall has its own undesirable offset. This serves to severe 
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people’s oopfldepce in the GoveriHasnt and their faith In the Plan# 
ijtich a thing I as it has aotaalXy happened in both the five year 
plans in India, is e:streiaely nndesirahle* iktonoraic deyelopaient 
of an imderdweloped oowitry cannot oe achieved in the absence of 
positive cooperation and ^hoie hearted support of its people# 

%potheticaliy there night be another possibility where 
the available resonrces outgrow the expenditure rc^'.itlred to finance 
the undertaken progranaaes* In such a case the ©access part of aval* 
lable resources would rcr-ialn uisexploited and, therefore, rate of 
deveioprsent will renain slow. 

Foregoing arguisonts give reasons in si:pfx»rt of the pr©«* 
position that development prograimies should b© planned in such a 

fachion that eacpenditure on theM does not exceed the available re- 

1 

sources during a certain period, I’o put it mere precisely • the 
level of available resources shoitld be the indec-endent variable 
and it should bo determined in the light of optlnum measures of 
taxation, small savings, loans, foreign assistance, deficit finan- 
cing etc# ^ese are ultimately the tools with aidch a Government 
can foster the eeanomic dcvelopiaaat of a country, fhese are the 
ftetors which govern the econooic activity# Plan x'ling of economic 
development should mean a plannM method of ccaitroliing these fac- 
tors# If these factors ur© used as IndapendaEit variables and gra- 
dually taken towards their optiumsi level at a reastmable rate - 
development planning would give Lsost successful results# 

jiasidee this principle would ensure a gradual strengthe- 
ning of country's internal resources* Wastage of national aaergy 

/"xT Se ' term available retirees inciudesf besides the 

intenml biMgetary resources and «temai asnistawe , 
reaecmahle aioouat of deficit financing also (discussion 
about which will follow}. 
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on accomt of tiio imcertalnty of resources ®cfuM be saved* 
Political Implications of the external resources can easily be 
avoided* Above all, best can be made owt of the so called worst 
measure • deficit financing# Thus, with the certainty of required 
resources, plans cim go with greater confidence and public co- 
operaticm# 
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fti-iDiyiOKAL 


AS th® rate of savings Is extremely lois to 
developed coiantrles# increased taxation becomes indispensable to 
finance tii® eecmoffilc development programmes# Jjesidos its other 
fimctionSf it has to be employod. as a compulsory measure for 

mobilising savings in the country# 

fhe foremost question to this context is that to what 

extent additional taxation should be exercised'? The distribution 
of total burden of additional tax, on different class of people 
is a matter of secondary consideration# 


The .Magnite&e 

The magnitude of adaitloml taation should oe arrived 
at by taking Into eonsideratlon the prevailing level of takutlon 
In the country. IM ratio of tax revenues to the national Income 
is a oommcai feature amcaag most of the underdeveloped countries. 


On the other hand this ratio Is as high as ^0 to 30>. In the 
developed countries. With the economic development of poor 
countries, this ratio has to Increase. i»t this change can not be 

affected all at once. It has to oe brought about gradually. Ih. 

desired rate, say at¥. »y ee reached after a convenient period ^ 

time, in case of India, It Is to oe reached to aoout 26 years 0 

Planned deveto^t l.e. by the end of the fifth Five fear Flah. ^ 

4.U K i intt of First Five lear Fisa c»^y 
mtoT® the bsgialag of Firsu fiv« 

viiiaed as tax revenues# Thus, the rate 
national tocom® was being raised as 

eas to he raised from to 20^ by the end of the Fifth Five 

Plan. largets, to bet.een these t.o percentages, could be fixe 

^ to be taJan hy the end of 

upto shlch the rate of tax revenue «as to oe ta*s 

jt vi'se Year Plans ** anti finally tl^ 

First, Second, Third and Po«^th Jive Year rxans 
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rate ssas to isacoae oy the oM of the Fifth Fiaa period#"' fhe 
rate shouiii aieo riae graci'uaXly over the five year period# fhe 
volxmo of adalticiial tax revenue can . lost suitaoly 0© deterjained 
in the xtght of the target tax-natioiioi income ratlOf desired to 
he reached vjithin the period of time In questicn* 

Actual yield from the additional taxes imposed diarlng 
tho Fir«t Plan period ataoimted far uoiow the target level* Ccxitrary 
to lt| the actual revcimo ralsoa from the udditionax tax measures 
adopted during the Second Plan suostontiated as high as over tso 
times of the target on that accoimt* These facts serve to show 
tliat the estimates In respect of the potentialities of additional 
tax aeasuresf Here neither mad© with a view to raise the tax- 
national incoaie ratio of India to u prefixed reasonable level nor 
their implomentation was carried out on a planned basis# It is 
clear that no importance was attached in taking the level of 
taxation to/, .certain level# Taxation} like all other financial 
resources* was handled in a haphazard oianner to raise as much 
amount as pooi. Iblo# The usual* normal time* practice of gfubiic 
finance was adopted ?ihere the expenditure is looked us an 
jfndependent variable and the financial resources vary In accca'da- 
nc© with the requlrmmta# This unplanned manner of resource 
hjay>d>fyig is aiwsys liable to mitigate their fruitfulness# 


m examination of additional tax imposition during the 
last ten years of India’s planned economic development shows that 
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yield us high as crores to one year against very low uddit- 
ionai taxes In other years. 3lh© raiigc varied widely* iilth a viea 
to fnifil targets and also of economic stability a planned 
approach is necessary* 

A...j^nggestio|;i 

In order to ensure a gradual Increase of tux level 
over the plan period and the fuiflltaGnt of adcUtional tax target 
it is absolutely necessary that the t4JC offorto be calcuiuted and 
pre-plonried* If target of the adaitlonul tux revenue is reason- 
able | i which should always sc) ail possible taoacm*es should be 
taken to fulfil them and efforts shouxd begin from the very first 
year of the period. 

In the first year of a Five Xoar Plant additional taxes 
should be imposed to raise m a^iomt eqtial to 3/l4 of the five 
year additional taxation target and additional tax measures | to 
yield similar amcamtSf should bo adopted also during the following 
years. This method would ensure the fuxfilmcnt of five year 
target I in four years. The fifth year wight be loft for additional 
tax relief or for meeting unforeseen emergencies* 

RISE OF APP/t/o/VAL TAxATfow 
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Sfie proposition, cun easily m explained* Suppose' tlis 
aaoitlonui taxation adopttid during the first year of a Five Year 
Flan is to yield i-s, X crores. It ctm ’oe understood that those 
refj additional taxation measures .^ouxd contribute 't.S X erores 
towards the revenue over the five year period* Similarly new 
taxes employed during the second year of the Five Year Plan wouldf 
by the end of th© Plan pcrlodj yield another ii*4 i crores* i*gaini 
the contribution of equivalent additional taxation measures 
adopted in the third and the fourth year of the Plan would u& 

^*5*3 Z crores and I crores respectively. Thus the total yolld 
of additional taxation during the first four years of the Five 
Year Plan will aggregate to .\s,5 X crores plus :a*4 X crores plus 
.j,3 X crores plus *.5,2 X crores i*e* ,j* 14 X crores* This approves 
the idea that if annual additional taxes be imposed to yield a 
sum equal to one fourteenth of the five year additional taxation 
target I it would be fulfiiledi Desides no increased taxation would 
be required in the fifth year* If necessary and possible, new .^nd 
unforeseen additional measures cun be adopted in the last year 
to recoup past deficiencies, if aiQr, or to meet contingencies. 

The suggestion is oased on the pr 0 s\iairiticai that the 
yield of tax TOasureo introduced during a certain year would not 
automatically go cm increasing dwing the subsequent years* This 
has been a matter of observation regarding the tax yields In India, 
Indian tax system has not Bhom the natural tendency of automatic 
increase (bouncy) in th® tax yields with the Increase in national 
incase, while this is commoa feature of the tax system of most 

of the developed countries* The observatitxi of Mr, Nicholas 

1 

M.d 0 r are in egreement with this statement* 

/ 


1* Indian Tax Beformi l&holaa KaMort Page 1* 



297 

It the case is different and yields antomiticaliy 
increase I'llth the rise of national income in following yearsj 
additional effwts woaxd oecome ail the more simple* After intro- 
dijeing the new taxes to raise revenue equal to one- fourteenth of 
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the desired total yield, of adaitional taxes at the end of the 
i>econd| thira and fourth years of the Pioxu If the revenue from 
the auditlonai taxes increases lu the folloystog ^ears with the 
ificreuse in. national income, the yiela in the second year frc« 
the taxes Introauced In the first year, wouM amount to soiae thing 
more than Al^* This is sho'.vn In the graph by LiJi* Thus fresh 
tuxes in the second year cf tho ^■^lur vorld only bo roouirod to 
raise an amomt cqua*. to - d ich veuid Uc less thari one 

fourteenth part of fi^ro year target, finilarXy t!ie reouircfiient 
of additicnai taxation during later y'‘*..-rfj iilil go on dccrcacliig 
and the posoibiiltlcs are tluit t»'’o adn.tionul tiixution target will 
be achieved much earlier. 

The main purpose of such a £UE:*estion is to ensure the 
fulfilment of target and u gradually {srcgrcoslig ulstrifoutlon of 
the tax ourden over the five year period. fJuch an arrarigemont 
ensures a plannsvi tocrenient of tho tax level itself? and it can 
not »e denied that not only the plun as u 'Plioio, btit also its very 
single eompcTiont should be properly ploiificd, isoeloos, taxation 
is one of the most poi>erful fiscal instrument with the GuvornJiJont 
for the control of economy* It has a very Important role for 
emjbating inflation in a developing oconomy, eepoc tally ,;here 
deficit financing is being exercised to supplement the resources. 
If tax measures and the financed deficits are not pre-planned in 
themselves, and also In relation to each other, adverse effects 
are Ineeaapubie* 

The proposed scheme of deficit finunetog, given on the 
follcwing paces, will clearly show another distinct advantage of 
these proposals* 

Qofitre .and the §.felM 

The results of the First and the Second Five lear Plans 


Iiave clearly &hown that the Centre has greater capacity to raise 
additional tases tlum the st<4.tes, Indian tax system itself is 
sneh that fairly large numoer of taxes lie in the hands of the 
Centre, Besides, the present emphasis ia on iiromoting a social* 
is tic pattern of society In the country and the checking of 
consumptlm, fhus equality taxes an#* the conrodlty taxes hare 
oeen predominating the Indian tax structure. In riew of the fact 
tliat raost of the equality taxos, ana the more importidit comoodlty 
tax i«e* Union excise duties, are loried by tho Coistre, the 
Centre*© capacity tc raise aoaitXonul taxes is naturally far more 
than that of the states. 

In the First Flan, additional tax i*e©ponsluixlty nuiinly 
rested Kditn the states and great disappointaent m that part m» 
soon realised. In the Second Pljci it Has thought that the Centre 
and States would equally share tlie acldltic;nal tax responsibility. 
But the latest estimates on that account reveal that yields through 
the additional tax measures of the Centre totalled aocut three 
times than that of tlie Bfcates, 

Consequently in view of the nature of tax powers ssith 
the Centre and the states? preeent ©wpliaslB on equality and 
cheeking of cmsuffiptloni and finally on the basis of previous 
results, it can be suggested that additional tux respctislbility 
should be shared between the Centre and the States in tl» ratio 
of 8il* 

Consldemtions to.XaiteMiai 

Bquulity, administrative efficiency una revenue yields 
are the three most camacastiy accepted considerations in ccwneotlon 
iHth taxation* It is true that taxation is not enJy guided by 
the financial obieetivee, it has several social impllcatlais too. 
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An underdeveloped oamtry gomrally has u very saail group of 
vary rJeh i^eopie und on the other hand very poor population of u 
very high order* The last vgar has to u very great eJCtent wieemd 
this disparity* auch u set of eondltionsf in which few continue 
to retain vast economic power over laanyf CwH hardly do regarded 
as any thing out the neglect of social Justice* Thus the policy 
of redistribution of income and wealth oecoaes a laajor consider- 
ation in taxaticn, ilth this vieWf increasing rat© of tax m 
income, estate duties, .-ealth tax, gift tax etc* have been Imposed. 
But the prswstlce of grunting too many exemptions, abuteoents and 
exceptions, in all th© tuxes, m grounds of equality only serve 
to caaplicute the tax structure and proviae loopholes for tax 
evasions* 


It con easily oo observed that the Indian tax eystom has 
over emphasised the consideratitm of equity even ut th© cost of 
administrative efficiency and great revcdiue losses*^ ijesldes, 
the estimates of tax evasions are also enormous* The findings of 
the Taxation Enquiry Commission 1063-S4 are in agreement that tax 
evasion was prevalent in India cu a considerable scale* Observa- 
tions regarding the detected cases of evasiens reveal that the 
difference between the Imcm as originally returned and that 
disclosed later was, cffl- the average f as high as percent* 

These are obviously the results of almost confiscatory rate of 
taxatlcm cai higher incemse slabs and the vid*iety of oxcepticam, 
exemptions and abatements granted in practically all the taxes* 


i 4 jQ 0 ording to the Plan estimates a wia of .i*360 drores 
Spected to be saved out of current revenues, at 19^^ rates 
of taxatlm, during the Second Pl^ 

expectatiw savings turned up into a loss of about ^©w crores# 
2 - Report of the Taxation iitoquiry Goraslssion, Volume 11$ lags 

189 . 
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It Should, ciooriy oe recognised that the Inclaence of 
high taxation on ascessees ueionging to the higher Inoom® group 
is quite il«U 3 j.e to he shifted to the poor people group* Tiiia is 
more likely in u country like India 'Aliere the ecmoany la largely 
in the hands of liriirate manufacturers* Secondly^ It should be 
recognised that India is sme thing more than a country* It Is 
rightly cailod a sub-continent. It Is inhabited by people who 
have different ways of living# There manners and customs differ 
widely. They are divided into several religious groups and the 
like# If a tax system goes to grant exemptions | exceptions and 
abatements to all people (as it is being done in India) and if 
the tax system cares to take accomt of all these groups and sects • 
there would ae no md to it* The period of eccnomlc development 
should be treated as a period of national crisis# It should be 
remembered that *“011® ®ho pi-euses every body pleases no body”. Tax 
system during this period of national crisis and emergency should 
not be adjusted with a view to satisfy the religious and social 
sect® and their traditions. Taxatiaa should b© governed oy its 
national impcsptanc© and ail other Individual and sectorial require- 
ments should be left to be adjusted in the light of national 
requirea^ts* 

rfhen such a policy is neglected j or it Is not followed 
strilctlyi th® result of such excaaptions and exceptlonsj is the loss 
of administrative energy and the loss of resoiirces for development# 
Planned development of a couritry clearly means that all indivlduali 
sectorial and group plans shculd be framed in accordance with the 
national plan, to achieve the national objectives - and not that 
the national plan should suffer for individual and sectional 


interests# 





Qiud^Tai Ul 


yb£.Mm....Fih^Qim 

Deficit flnoriclugf in eeiatlon to the economic dwelop- 
fflent of an nnaerdoveAoped. conntryi has proisaciy oecn the most 
dispnteci topic. It Is coimaoniy heJLa that deficit financing 
aistopts the pattopn of production of widcrdevc#iopcd co«ntriea| 
idid that is the foremost rousen that the specialised agencies^ all 
over the ’.itorld have manimouaiy uarnea against the infiatJ^nary 
fiietlioas of financing the development Yct» it has been disenssed 
and r.iiiae siafficiontiy clear in the Part I of the present »'mrK thu.t 
it is always necessary, in oruer to I'inance the economic develop*' 
laent of an wider developed country, to snppioiaent the avaiiuOi.e 
resonrees oy deficit financing. Conelnsion is Inesc-paulfe that 
there is an optimum limit within ohich deficit finaricirg CuH be 
naed safely. 

It can easily be mdorstood that all deficit flrianclng 
ia not inflationary* There are certain forces, ttut come to act 
in a deveiopiiag oconesay, and make the incroase in ooney supply 
desiraoi®. Increasing imports in the poor country, on account of 
the indlspensaule foreign loans and asslstuncesj increased 
liroductlon as a result of all-round expandlni: economic activities! 
expansion of monetised sector and the increasing use of money i and 
finally the growing emphasis and organised efforts to mobilise 
small savings esAociaiiy from the low income people - all are 
deflationary in chur«wster ana necessitate deficit financing in 

of the econcttic stability . lisoesaive deficit financing does 
lead to infiaticaa. It gives rise to the comfa.odlty t.rices. It is 

U.K. t" tethods of Flnimclng''' Kcwiomlc Development in toder- 

developed Cowitriesi Foreword. 

2. Ibldi Pag® 10. 
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stiii more dangerous ivijon Inflation Is allowed to continue. 
Continued infiutienary deficit financing is liable to lead econoKy 
into the grip of hyiier-inflatlon vihere, even the factor costs are 
Increased, Tims it can be ccnclnded tiut it is iiiflati;-napy 
deficit financing that is undesirable? and that Inflation should 
never be ailoued to persist in the econoii^ and ^velop into hy?;er* 
inflation, 

as a matter of fact a slight Ijifiation serves aS an 
imentive to produce more. It w. uld not do Inopportune to mention 
here on Interesting reply given by Mr. Ford, when he was asked to 
give the secret of becomlrig rich, lie said that he ailovied his 
wife to spend as much as she could? and he went on thinliing and 
working to fulfil her financial requirom«afits, The statement is 
Just an off-hund i*emark, yet, it does .rovide a basis to conclude 
that necessities induce an additional energy to ftork. 

If an individual siJends mo:*© than his resources (including 
savings, Itorrowlngs etc,) he can possibly finiince the excess 
oxpenditiire by ietiuing cheques. Such a mj of financing expenditure 
in private financei is similar to deficit financing in a isublic 
budget, fhe analogy cou be drawn further. Deficit financing in 
private finance should be of such u magnitude upto which the 
individml cmi raise his resources? otheriilse his purchasing power 
would be reduced (as the payment cm cheques, which aro not of the 
nature of a loan and their dis?>06al can not be tielayed, win in 
that case have to be made out of his existing resources and there* 
by reducing his initial purchasing power.) Thus deficit finanoing 
would be a very successful source of development financing, if 
enough emphasis is laid on projects capable of increasing the 
country's production in short tii^. 

The policy of redistribution of wealth, that is 



trunsferrlBg resowces from th© rich to the poori itseif is 
inflatiORary. the wealth timt ilea inert cith the rich| on eelng 
transferred to pocsr exercises a pressure on demand especially of 
necessities* Besidesi increasing eniploymenti Inrestinaitf exports 
and credits given by the private punks are all inflatlonaff’y. The 
policy of redistribution received sufficient emphasis In India. 
Increase in investment and employment etc. were also necessary. 

This ail kept the scope for deficit flnuncingi snfficiwitly limited* 
In the light of these discusslcnsf the First Plan can be charged 
for having csscessive reliance on deficit financing and the Second 
Plan for caapuratlve negligence of ugrJcnltnre etc. (production 
of necessaries). 

The second defect regarding the use of deficit financing 
was, that deficits were neither systematic nor pwposive. In other 
i>iordS| as it has already been mentioned, deficit financing Sn India 
lias used us a passive instrument to fill the gups in expeiiditur© 
ijud the uvalluole resources, as and slBii they occured# It is 
Imown that deficit financing brings Inflatl/ nary tendencies with 
it* It is also ucceptaole that slight inflation trovldes Incentive 
for Increased production* But, to make the best of It, Influticn 
should neither be impluimed nor persist^cit. Pasta do improve the 
digestive system but a fast should be planned and not ucciaentul* 
Near a fast should continue too long* Similarly in case of private 
finance, an individual’s deficits should be pre-piannedi reasonable 
in magnitudei not perpetual but alternatily rewording* 

A gMgfiglia 

The preposition In this connection Is that the magnitude 
of deficit in each year of a Five Tear Plan should be pre-planned* 
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It shoiiM griiduaily inoredise fsrcffi io^iest in the flrct year and 
attaining ita highest leirel In the third year and then agnin 
grudualiy receding to lo^iest in the last year* fc this way If Z 
xmits of expenciitore is financed through deficit financing In the 
first year of the Pi«ri, its Kiagnitnde shonid he 2 £ units iturlng 
the Second ycar|, 3 t units during the third year and oi^uln 8 Z 
units and JC units resjjectirciy during the last two years# The 
total will thus ho 9 JC units. This suggests that caac-ninth of 
the total Magnitude of deficit finajsclng wer the fire year periodt 
ahould he used, in the first year and accordingly during the 
remlnlng years# 

Such a schesie will oring aaout deflat i< •nary tendencies 
in, the first md the fifth year of th© fly© year plan and gradually 
rising and then declining inflationary tendency during the se«OTid| 
third and the fourth years. In this way ecoEioi^ can get all the 
benefits of an inflation without the danger of getting into the 
grip of hyptr or spriral inflation. 
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Tills mlmm will hav# soiotlier uddifeionai tiiutliiet 
udwmitugw ulseii it Is lupleaiintsd with tl» sciier.» of gradiiully 
iBcrodSlJcjg taxation, ui.yea<ly stiggested to the foregoing pages. 

It can b® noted that taxation and deficit ftoaiictog both contton® 
increastog during the fir.5t three years, After that aagnllhSKl® of 
deficit ftoanctog declines whereas taxation caittouee to go «p, 
fh® eoB^ tout Ion helps to prowid® tocentlre during the first tlire® 
years by creating tofiatlon and then again shifting reliance 
grattiiuily to sound resciirces, This ©ehomo helps to keep a check 
on inflation to the econosay, Deciinitg aeflcit financing and 
increasing taxation during the lust two years will serve to wipe 
out the existing infiatlonaiy faressure. This c*da help to providing 
the next plan a sound footirg. 

This lS| no doubtf true that such sch©' -es can not he 
i»pleE©rited with exactness but this marks a definite trend to 
ensure a more effective hanullrg of fiscal instruments with the 
long ter® point of view, 

AS mmttomfl earlieri the process of econonic developBml 

and the policy of redistribution etc, are thamBelves Inflationary, 

fith increase to money supply a® a resuxt of deficit flnan- 

ctog calls for the adoption of counter inflationary asaaoures, 

1 

tiufgested aeasures to this eonnccticn uarei Tl:@ alleviation of goodi 

shortage I sales of golu and payment of loans to gold by dovemnent; 

increase to Qovanas»nt revenues! puoiic savings; direct price 

c<»trol on articles of necessity} increased to^rtsf cheek to 
3 

exports etc# 

/ 

1. Hohllisatlon of tfmmstija Capital! Beport and Cescuaant® of 
the First ItoPking Party of Bxnertsf United iatione, ECiPE. 

^®s tS*^# . 

B, Utidt P* HQgphakom and 1* Buvsranist of klniatry c# 
finsMet Wmfmtmmt of limiland* 

3, Ihldf hteited I^dc® Belegates, 



,n an tmaortileveiopiKi count: 

1* Self etifflcleneyCinepeased prodtietlon) to roapect 
of Vtm articles of necessityi 
2* Cosawcilty taxation on tl-e articles of seconUary 
iiiportanc©# toaciuaily tocreustog rate® of taxation 
of luxuries I and 

3* tot®nsifica.tion of the saail scale ©oycsiaenti 
©spealai.Xy aasca^ tlic poor people* 

On the lines traced aaoref deficit ftoancteg can be 
used as on active and a profitable inatruEient tm financing the 
economic developaimt# 




sikim x£ii 
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mLL.sayiuGS 


Tto sticaess of reosipts iincter the head of ssiaM eavliags, 
Aisriiig the past tea years of India* s planned ©eoaomlo developniaatf 
lia® aaply Justified the fruitfulness of haySag a decentralised 
system for organising the «mll sarlngs Doveiwitf though the target 
in this respect was not fulfilled dwing tlie Smond Fiw fear 
Flan* This shortfall need not b© a cause of mueh anxiety because 
targets of sources like small saringSf loans from the public etc* 
can only oe fixed on the basis of trial and error method. India is 
a ccsuntry with a very large percwtage of poor population* fh® 
other difficulty is that the population is scattered awer a large 
niMjer of small tillages stretching all over the cc/untry* IJnder 
these clrcumstancest it naturally requires the iwemeRt to be orga- 
nised with its net-work stretching all orer the country* IJhe policy 
of promoting it tteough tl® cooperation of states has been appre- 
ciable and It benefitted with much success* 

SROther remarkable feature in this respect was that tl» 
irodes of sawings were Introduced to suit ail type of sawers with 
different sawing capiMSitles* Itoeweri a slight shortfall m this 
account during the Second Plan was due to the lack of popularity 
of this aowement* 

Before suggestie® measures for making the small sawings* 
{Sbwimient a greater swcess in future | it would be apropos to ®au— 
swat# the causes which serw® as handicaps in this respect. Mainly 


they ares 


1 * 




rty 


The foremost reasont-. is powerty* A large part 


of Mian pop«lati<m liwes at or ewen far below the lewel of s^- 

eistence. *heir capacity to mm Is nil. Among tl» warious 

their poverty are primary and obsolete methods of prodiic- 
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tion, ancestral debts, big families to support and large religious 
and euetomary expenses etc. 

Illiteracy - Tfee second reason is their iliiter»3y* 

For this reascffl. tliey lack for® sight | they lack incentive to work 
morei and th^ do not imder stand the advantage® of savii^s. 

again, they remain tmlnforTOd of the savings facilities 
saade available to them by the Owornment* It is very difficult to 
make them understand the advantages of savings# It is all the 
more difficult for them to take cmfldence In ti» savings Insti- 
tutions* 

3* Carelessness ... to ...save... - as it has alrea^ 

been menticaed, even those who can save, have a very low propen- 
sitgr to save* For example there are a large nuBtier of people who 
are in a po®itl<m to make small savings, so as to avail the 26 n*p* 
saving® stamp® scheme of the Goverisiient* But there is practically 
no reason for them to show anxiety to purchase on® or two 26 n*p* 
staai|is and wait till the nxaWber of such steaps becomes SO. Then 
tl»y can get caae savings certificate of the denoffllnation of Hs*6* 
So much of botheration for the Interest they get cm it, is of no 
vaxue to them* With little savings one cannot hope to do any 
thing in future# They prefer to consume the little a»unt than to 
lock it for a period of, say, 12 years# 

On the other hand illiteracy is also respcmslbl® for tte 
lack of higher values and natiemal character In them* 4 ccwcm 
man camot think of saving purely with the nattcmal point of view* 
In short, id>sioce of optluliwi foresight and natlciml character, 
confront the small savings* moveswnt as greatest hawiicaps* 
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no n«iacqaet;l«€<l aaetor - Like most of the mdep- 
torelopeii coimtyJea, India, too has a mry limited otHietised see* 
top, Qpeatep part of the population litres Sn Tillages where the 
barter system is pfreralfaat and Enaney is not ttsed by them as a aeaiw 
of exohange of ccraEodltles, Their economy is »iiily agrarian and 
they produce only as much as they can consurae. Expecting a mm®- 
tary saving from them is obviously out of question, 

Kow, having discuaaed the natxjre of handicaps, measures 
to improve the small savings* movement can b® suggested# They 
would be of the following types* 

Cl) mmwT® to increase the propensity to save* 

(2) Measure to publicise the Issue and edtwate people* 

(3) approach to ccmon people* 

(4) Savings frosi the ncn-mcmetised area* 

Coming to the first point it is easy to understand that 
it Inccaaes of the poor people Inoroase, their propensity to save 
would automatically Increase.^* In India, several measures were 
taken to improve the living and working ccffidltions, especially of 
the poor* Measure# consisted of preservation of crop from damage, 
training for the use of better and li^roved method and techniques 
of producticmi measures to develop and mpmui small scale and 
cottage industries with a view to provide full or part tin® occu- 
paticms to the unempioleds making provisions to give loans so that 
poor worker® mr Improve their working conditions by pruchaslng 
better woPking equtpwwat and wiping out their ancestral debts etc* 
^se measures have already come to be used in our coon-* 
try* Though it would t^ some time for these measures to give 
successful results yet, they rca« a sound and a desirable footing 
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for vitalising the smll savings movement in the coming years. 

3h the second place, spread of education is necessary* 

In the words of the United Nations* experts ” steps should be taken 
to combat the ignorance, illiteracy and conservatism of the rural 
population and the habits of thrift should be promoted to the 
largest possible extent.** This message can be taken deep into 
villages through the gram-sevaks. They should be «itrusted to 
widen the knowledge of common people and tell th^ the advantages 
of saving* An approach through the rural workers can prove to be 
very fruitful in respect of popularising the cause of small savings, 
especially among the people living in villages. 

Thirdly an organised approach to the savers of small 
amount seems quete necessary* There are quite a large number of 
people in our country who, if pursuaded, can save little amounts. 
These little amounts would be of little importance to the Indlvi** 
duals but of great vai.ue for the nation. An individual himself, 
would hardly care to save a diminutive amount but if properly 
approached, these insignificant savings by numerous savers all 
over the country, would make a substantial amount to finance the 
country’s development, 

i^ueh an approach can be organised by further developing 
institutions like insurance, post offices and cooperatives and 

vitalising their activities. 

lastly, there ceases the problem of dealing with the non* 

jmanetised sector. As already mentioned, people forming the n«- 
ismetlsed sector, make savings in terms of time and energy. Their 
wants are few. They produce mlj that much what they themselves 
consume, Tbaderempioyment in villages is quite coiaaan in our country 
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People Sttpplw mid energy | ushich generally goee a waste* 

If this sijrplns eswrgy b& employed throijglii shraadan to 
flnano© the deyelopaent schemes (rural >» a good deal of sasrijag 
can be laade in the deyelopaent expend! tisre* fhie wcfuld Indlreetly 
i»aii the mhilislpg of savings, in monetary terms, from the noii- 
monetiaed sector* People can easily be convinced to work for the 
welfare of their villages. 

J-lach has already been done to make the email savings* 
movement I in our country, a success. The need of the present 
tiro is to popularise it, organise it to approach common people 
in such a fashion that ail savings, even very small ones, may be 
properly utiiisedi and to make use of the saving® that can he ob- 
tained from the ncaa-ametised sector of our eeonoi^. 
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